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A B S T R A C T 
At the end of thirty years of a civil war, Colombo Stock Exchange (CSE) has become one of 
the best performing stock exchanges by the end of first half of 2010. Therefore, it would be 
interesting for everyone who interest in share trading to identify the investor behavior of the 
CSE towards the market events. Dividend announcements are associated with past and 
present financial performance of firms. Dividend payments provide cash flow to the share 
holders but it reduces f irm's resources for investment. There is an evidence of capital market 
that the managers used dividend announcements as a signaling device and shareholders 
responded to this signal accordingly. Hence this study investigates how the stock price reacts 
to the dividend announcements of Milanka Price listed companies in CSE for the period of 
2005-2009. 
Sample of the study consist of 105 dividend announcements which represent 25 industrial 
and commercial companies listed in Milanka Price Index of CSE. For deeper understanding 
of the study, sample was categorized into three categories: positive, negative and neutral 
according to the Aharony and Swary (1980) the naive 'no change ' expectations model. There 
are 51 positive dividend announcements, 24 negative announcements, 30 neutral dividend 
announcements. Event study methodology developed by Asquith and Mullins (1983) used to 
analyze the average abnormal returns and cumulative abnormal returns around the dividend 
announcement day within 41 event window period. Expected return on share / on day t can 
be calculated using two well accepted models Market-Adjusted model and Raw returns 
model. 
Results gain from the study shows that market reacts positively to positive dividend 
announcements with the significant reaction on the announcement day while market does not 
react significantly to other two categories on the announcement day. However there are some 
significant cumulative abnormal returns exist on pre announcement period for all three 
categories in raw returns model. In summary, there are positive market reaction from 
investors to both positive and neutral dividend announcements and negative market reaction 
for the negative dividend announcements. The results of the all three sample support the 
informational content hypothesis but the magnitude is change. Therefore Sri Lankan results 
are difference from developed market results. 
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1.0 INTRODUCTION 
1.1 OVERVIEW OF C O L O M B O STOCK EXCHANGE 
Colombo Stock Exchange (CSE) is second best performing stock market in the Asian 
region by the end of the year 2009, one of the most modern exchanges in South Asia, is 
the main stock exchange in Sri Lanka, providing a fully automated trading platform. The 
vision of the CSE is to contribute to the wealth of the nation by creating value through 
securities. 
The headquarters of the CSE have been located at the Colombo World Trade Center from 
1985 and branch offices are available with the objective of broad basing the stock market 
and providing wider access. The CSE presently operates four branches in the Southern 
(Matara), Central (Kandy), North Western (Kurunegala) and the Western province 
(Negombo). 234 companies are currently listed on the CSE, representing twenty (20) 
business sectors with a market capitalization of Rs. 1,380.19 billion (approx. US $ 12 
billion) as at 31st May 2010. 
l . i . i HISTORY 
The history of share trading in Sri Lanka commenced in the 19th century, when British 
Planters needed funds to set up Tea Plantations in Sri Lanka. Dates back in 1896 
Colombo Brokers Association commenced of share trading in limited liability companies. 
A landmark event in the history of share trading in Sri Lanka was the formalization of the 
market with the establishment of the Colombo Securities Exchange (GTE) Limited in 
1985, which took over the operations of stock market from the Colombo Share Brokers' 
Association and Colombo Stock Exchange took over the Stock Market from the Colombo 
Shares Brokers Association, which administered the activities of the Colombo Stock 
Market from 1896 to 1985. It was established as a non-profit making limited liability 
company under the Companies Act of Sri Lanka. 
In 1991, the Central Depository System (CDS) was established, which introduced the 
automation of the Clearing House of the Stock Exchange, CSE was one of the first 
Exchanges in the region to successfully automate its clearing and settlement functions. In 
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1997 CSE installed the Automated Screen-Based Trading System (ATS), which saw the 
automation of trading activity. 
Within 17 years of establishment, a state-of-the-art technological infrastructure was 
developed, and it significantly increased the competitiveness and efficiency of the market. 
1.1.2 BUSINESS PROCESS 
The Exchange calculates two main Price Indices, namely, the All Share Price Index 
(ASPI) and the Milanka Price Index (MPI). ASPI measures the movement of share prices 
of all listed companies . It is based on market capitalization. MPI is composed of a 
selected group of 25 stocks, a list which is reviewed each quarter that are considered to be 
the blue-chip stocks. Price indices are calculated for each of the 20 Business sectors. 
Total Return Indices (TRI) is also calculated to track the market performance on a Total 
Returns basis. The TRI exceeds the scope of existing price indices (ASPI, MPI) and 
incorporates returns from dividends into its computation. CSE publishes TRI based on the 
ASPI, MPI and the 20 Sector Price Indices. 
In 1996, a two-tier system Board "A" and Board "B" was introduced. Board "A" 
comprises of major (larger) companies while medium to small companies and start-up 
companies made up Board "B" . Today, those two boards are renamed as primary and 
secondary.CSE provides companies the opportunity to raise equity and debt capital 
required for their expansion through the primary and secondary markets while providing a 
mechanism for price discovery in an active secondary market. 
1.2 DIVIDEND DECLARATION 
Dividend can be defined as a distribution of a portion of a company's earnings, decided by 
the board of directors, to a class of its shareholders. The dividend is most often quoted in 
terms of the dollar amount each share receives (dividends per share). It can also be quoted 
in terms of a percent of the current market price, referred to as dividend yield. 
Dividend is described in Companies Act, no. 07 of 2007 published as a Supplement to 
Part II of the Gazette of the Democratic Socialist Republic of Sri LE 
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• A dividend is a distribution out of profits of the company, other than an 
acquisition by the company of its own shares or redemption of shares by the 
company. 
• The board of a company shall not authorize a dividend in respect of some shares 
in a class and not others of that class or of a greater amount in respect of some 
shares in a class than other shares in that class, except where 
(a) The amount of the dividend is reduced in proportion to any liability 
attached to the shares under the company ' s articles; OR 
(b) A shareholder has agreed in writing to receive no dividend or a lesser 
dividend than would otherwise be payable. 
Company can treat its profit in different ways. Profit can be kept in the company as 
"retained earnings" or it can be distribute to share holders as "dividends". From the 
earliest stock exchanges, the amount of a company's dividends was an important measure 
of a share's value. Then, as now, investors clamored for dividends which represented their 
return on investment. It is up to the Board of Directors of a company to decide how much 
of the profits should be distributed as dividends. 
Dividend announcements of the companies are publicly available for the investors 
through the Stock Market Daily (SMD) the official daily publications of the CSE. Other 
than this method CSE make arrangements to communicate the announcement details to 
investors by informing all the brokers firms, information vendors, national TV, radio 
stations, national news papers, international news agencies like Reuters and from their 
web site (www.cse.lk). However SMD has to be considered as the major tool to 
communicate the dividend information from the several alternative communication tools 
which mentioned earlier. 
1.3 P R O B L E M STATEMENT 
In perfect capital markets with rational behavior the value of the firm will solely reflect 
future earnings and growth opportunities. Therefore firm's dividend policy will not affect 
its investment policy as well as no impact on the valuation of the firm. This is the 
rationale behind the Miller & Modigl iani 's (1961) irrelevance of dividends theory. Since 
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the effect of increased dividends will simply be offset by the raising of new capital to 
fund the optimal investment policy. Which means firm's dividend policy will not affect 
investment and firm value. However there is a surfeit of empirical evidence associating 
market reaction to dividend announcements as well as number of theories attempting to 
explain the existence of the dividends. Miller and Modigliani come up with one such 
explanation which state that dividend change provide a signal of management ' s 
expectations regarding the future profits of the firm to the market. If then this dividend 
change will provide an occasion for the price change. Bhattacharya (1979), Miller & 
Rock (1985) and John & Williams (1985) have elaborated this idea and come up with a 
signaling models based on information asymmetries between shareholders and 
management. Easterbrook (1984) and Jensen (1986) stated the agency conflicts between 
management and shareholders. Management tries to increase their power by enhancing 
their firm as possible by investing free cash into projects which may be profitable as well 
as unprofitable projects. Dividends can be mitigating this problem by reducing the free 
cash flow available to the management. These two explanations for the existence of 
dividends both propose a market reaction to dividend announcements. 
The empirical literature regarding the market reaction to dividend announcements is 
begun with the conflicting studies by Petit (1972) and Watts (1973). There are some 
studies done for US market by Ahorny & Swary (1980), Kane, Lee & Marcus (1984), 
Chang & Chen (1991) and Leftwich & Zmijewski (1994) attempted to more explicitly 
control for the confounding effect of contemporaneous earnings announcements. The 
conclusions from these studies said that they all found a market reaction to dividend 
announcements which results that there is information content in dividends. Penman 
(1984) and Kalay & Loewenstein (1986) found evidence which suggested that 
management attempts to affect the stock market ' s reaction to the announcement of 
earnings and dividends through their choice of announcement dates. To overcome this 
bias, Easton (1991) and Lonie, Abeyratna, Power & Sinclair (1996) utilized the consistent 
simultaneous announcement of dividends and earnings in Australia and the UK, 
respectively. Their results are consistent with the above in that both studies find evidence 
of information content. 
While these studies all found evidence of a market reaction to dividends, researchers were 
unable to uncover whether this reaction is due to dividends functioning as signals of 
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variables relevant to the valuation of the firm or to dividends in fact on their own having 
an impact on the value of the firm. If the latter is the case, then dividends do affect real 
considerations, in contradiction to the irrelevancy of dividends hypothesis proposed by 
Miller & Modigliani (1961). Conroy, Eades & Harris (2000) have done a study using 
Japanese data. In Japan dividends, earnings and management forecasts of next year 's 
dividends and earnings are announced simultaneously. As a result of that comparing 
other markets with Japanese market it has more information therefore Conroy et al. 
(2000) found that current dividend announcements do not explain any of the market 's 
reaction to the announcements. These findings were interpreted as evidence supporting 
the irrelevancy of dividends. However there are some more aspects in Japanese market 
such as Japanese dividends to have a real impact on the value of the firm. Specifically, 
several studies indicate that the potential for agency conflicts is less in Japan. Hodder & 
Tschoegl (1990) argue that Japanese firms have a very close and long-term relationship 
with their main bank. Often the main bank has access to extensive and confidential 
information on the firm's operations as well as future plans, allowing it to perform a great 
deal of monitoring. 
Nur-Adiana Hiau Abdullah Rosemaliza, Abdul Rashid and Yusnidah Ibrahim have done 
event study methodology to examine the price reactions of listed companies surrounding 
sixty days of the announcements. They used Information content hypothesis, Jensen 's 
Free Cash Flow Hypothesis and Agency Cost Theory for the study and found what is true 
for U K market is not true for the emerging market like Malaysia. The findings provide no 
announcements are associated with a negative price effect and vice versa. Therefore study 
haven' t any conclusion to forward because there is no clear pattern observed and there are 
mixed positive and negative reactions for dividend announcements. 
There is a surfeit of empirical evidence associating dividend change announcements with 
abnormal stock price performance. Most of this evidence indicates that positive dividend 
changes (dividend increases) are associated with significant positive stock price reaction, 
and negative dividend changes (dividend decreases) are associated with the negative stock 
price reaction while the announcement of no-changes in dividends produce only normal 
returns for shareholders. This market phenomenon is known as the "dividend 
announcement effect". 
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Even though researchers have examined the impact of dividend announcements on share 
prices for different markets such as developed or emerging, it is required to identify how 
this phenomenon is applicable for the market prices in countries like Sri Lanka. The 
purpose of this research is to empirically investigate whether there is a stock price 
reaction to simultaneous interim dividend announcements by the listed companies in 
Milanka Price Index of Colombo stock exchange. 
1.4 R E S E A R C H OBJECTIVES 
This study examines the effect of dividend announcements on stock price fluctuations for 
Milanka price index listed companies in Colombo stock exchange. To analyze this there 
are two base questions of the research. 
• How does the Sri Lankan share market respond to the dividend 
announcements? 
• Are there any difference responses to dividend increase, decreases and no 
change in dividends? 
Based on above mentioned questions the below objectives of the study are organized to 
find out the answers for the empirical questions. 
OBJECTIVE 1: 
To review the substantive literature on how the dividend announcements influence on 
the share prices of different stock exchanges. 
OBJECTIVE 2: 
To investigate stock price reactions to dividend announcements in Colombo Stock 
Exchange Milanka Price Indexed listed companies for the selected t ime period. 
More specifically to analyze the different market responses to dividend directions this 
objective is sub divided into three areas and examine the results. Those three directions 
are 
• Dividend Increases (Positive Dividend Announcements) 
• Dividend Decreases (Negative Dividend Announcements) 
• Dividend N o change (Neutral Dividend Announcements) 
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OBJECTIVE 3: 
To make appropriate recommendations to relevant parties based on the results of the 
empirical analysis. 
1.5 IMPORTANCE O F T H E S T U D Y 
Dividend announcements are associated with past and present financial performance of 
firms. Dividend payments provide cash flow to the share holders but it reduces firm's 
resources for investment. Hence firms should not pay dividend if they have any positive 
net present value project on hand. High dividends are not always a good sign of 
management because company pay out all of its accounting profits as dividends without 
reinvesting the projects. Therefore if companies have announced positive dividend which 
gives an opportunity to investors to earn above average returns employing trading 
strategies based on the direction of dividend change. 
And this study is expected to create a special interest among the academics and 
researchers to make further empirical studies in this sphere. 
1.6 RESEARCH DESIGN 
1.6.1 DATA COLLECTION 
All the information required for the study comes from the secondary data taken from the 
Colombo Stock Exchange. Historical data regarding dividend per share data, closing 
stock prices and trading volume data for the selected time period, announcements dates of 
the dividends, Milanka price Index returns, Nominal (PAR) values of share in each 
companies are collected from Colombo Stock Exchange data library, Colombo Stock 
Exchange web space, some stock brokers, CSE publications and annual reports as well as 
companies annual reports. 
i. 6.2 DATA ANALYSIS 
Classical event study methodology employ to examine the share price reaction to 
dividend announcements. 
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Data Analysis is expected to be carries out estimating stock price response to dividend 
initiation announcements by calculating following returns 
• Abnormal return estimate using Market-adjusted return (MAR) model 
• Abnormal return estimate using raw-return model 
• Daily cross sectional average abnormal returns (AAR) 
• Cumulat ive Average abnormal returns (CAAR) 
1.7 CHAPTER O V E R V I E W 
The study of Effect of Dividend Announcements on Stock Price Fluctuations for Milanka 
Price Index listed companies in Colombo Stock Exchange has outline into five chapters 
named Introduction, Literature Review, Methodology, Data Analysis and Conclusion & 
Recommendations. Chapters are organized as follows: 
CHAPTER 01 
This chapter starts with the introduction of Colombo Stock Exchange which includes the 
history of CSE, its operations. Next section includes the brief description of the dividend 
how it defines in SL context. Then describes the background of this study, Objectives of 
the study and briefly state the Methodology which applies to comprehend the objectives 
of the study. 
CHAPTER 02 
First section of this chapter describes the associated theories have been documented in 
financial literature to explain the impact of dividend announcements on stock returns. 
Next section of the chapter reviews the literature relating to dividend announcements and 
share price reactions according to the announcements in different stock exchanges. That 
section describes number of studies done by different researchers all over the world for 
ten different stock markets. For each description it includes the data sample of the study, 
methodology they used and their results and conclusions of the study. This chapter is 
attempted to realize the first objective of the research. 
CHAPTER 03 
Chapter three of the document describes the data sample of the study in deeply by 
explaining the sample selection, selection criteria, composition of the sample, dividend 
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announcement during the t ime period, e l iminat ion criteria o f the data sample and 
portfolio se lec t ion o f the data sample . Then chapter descr ibes the m o s t appropriate 
m e t h o d o l o g y for the study, h o w the abnormal returns are ca lculated and finally 
hypothes ized the study. 
CHAPTER 04 
This chapter cons i s t s o f data analys is . Start the chapter w i th descr ib ing the data se lect ion, 
pattern o f the data, data val idate by r e m o v i n g outl iers and then descr ibes h o w the stock 
market reaction to d iv idend announcements . This market react ion is ana lyzed according 
to the three portfol ios by us ing w e l l accepted abnormal returns m o d e l s : Market-adjusted 
return mode l and raw returns m o d e l . For each category calculate the average abnormal 
return for the 41 day event w i n d o w around the a n n o u n c e m e n t day and cumulat ive 
abnormal returns for different t ime periods . 
CHAPTER OS 
Final chapter inc ludes the f indings o f the study, compar i son o f results w i th financial 
theories and c o m p a r i s o n results w i th the prev ious ly d o n e researches . T h e n based o n the 
f indings o f the study, appropriate recommendat ions are stated in next sect ion o f the 
chapter. Final ly this chapter c o n c l u d e s w i th the l imitat ion o f the study and direction for 
the future research. 
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2.0 LITERATURE R E V I E W 
As the main method of distributing cash to the shareholders, dividend announcement has 
received considerable prior attention in the finance literature. Dividend is a distribution of 
a portion of a company's earnings, decided by the board of directors, to its 
shareholders. When a business earns a profit or surplus it can be used in two ways, either 
be re-invested as retained earnings in the business for future projects or can be paid to the 
shareholders as a dividend. Many companies retain a portion of their earnings and pay the 
remainder as dividend. 
Dividend announcements are associated with past and present financial performance of 
firms. Managers disclose information about their policy for financing investments to the 
market through dividend announcements. Therefore if companies have announced 
increase dividend which associate with new equity/debt financing while low dividend 
associate with financial capital expenditure through retained earnings. Prior researches in 
the developed market found that dividend changes and stock market reaction have a 
positive correlation. Dividend increase is considered as good news while dividend 
decreases as bad news. 
2 . 1 A S S O C I A T E D T H E O R I E S 
There are several theories have been documented in financial literature to explain the 
impact of dividend announcements on stock returns. The theoretical support for these 
studies were derived from Miller and Modigliani 's (1961) Information Content of 
dividend hypothesis , Cash Flow Signaling hypothesis of Bhattacharya( 1979,1980), John 
and Williams(1985), Miller and Rock(1985) ,Jensen 's(1986)Fra? Cash flow hypothesis 
and Agency theory by Easterbrook(1984) and Jensen(1986). 
2.1.1 THE FREE CASH FLOW THEORY OF DIVIDEND 
Free cash flow is cash flow in excess of that required to fund all projects that have 
positive net present values when discounted at the relevant cost of capital. Free cash flow 
theory of dividend states that firm pays out any cash as dividends is the surplus after 
invests in all available positive net present value projects. 
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Jensen's (1986) free cash flow hypothesis suggests that market pressures will encourage 
managers to distribute free cash flow to shareholders or risk losing control of the firm. 
Consequently, Jensen's hypothesis suggests that stock prices of firms with positive free 
cash flow should increase over time as management is pressured to increase payouts to 
corporate shareholders. Conversely, if management fails to increase payouts and instead 
wastes free cash flow on unprofitable investment spending, the free cash flow hypothesis 
predicts further deterioration of firm value. According to Jensen, the free cash flow exists 
in a company when there are excess funds left over after taking into account all positive 
net present value projects. He argues that a conflict of interest between shareholders and 
managers over the payout policies of the free cash flows could explain the stock price 
reaction. The theory predicts that stock prices will increase if there is unexpected 
dividend payment. 
Several empirical studies have generated several lines of evidence supporting the free 
cash flow hypothesis. Charest (1978) found that stock returns are negative when the 
company cuts the dividend and are positive when the dividend is increased. Brickely 
(1983) found that common stock prices react favorably to increases in specially 
designated dividends. Lang and Litzenberger (1989) provided stronger support for the 
free cash flow view when they found that the positive share price response associated 
with dividend increases was concentrated in firms having poor investment opportunities. 
2.1.2 INFORMATION CONTENT OF DIVIDEND HYPOTHESIS 
In a perfectly informed market, all participants such as managers , bankers, shareholders 
and others have the same information about a firm. However, if one group has superior 
information about the firm's current situation and future prospects than other participant 
groups, an information asymmetry exists. There is a general consent between the 
academic and financial communit ies that managers possess superior information about 
their firms relative to other interested parties. When this type of information asymmetry 
exists, managers may be obliged to use dividends as signals to convey to investors the 
favorable future prospects of their firm. The information content of dividend hypothesis is 
a firm-specific hypothesis which contends that managers of a firm use the dividend to 
signal asymmetric information about the firm's future earnings. The term Information 
content of dividends is widely cited in the finance literature. 
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Miller and Modigliani (1961) suggested that dividends may serve as a surrogate for future 
earnings, if earnings consist of permanent and transitory components , and if dividends 
depend on permanent earnings. They theorizes that in a perfect world where there is no 
corporate and personal taxes, no transactions and flotation costs, no single individual who 
can affect a security's price through his/her trade, all individuals have similar expectations 
with respect to a company's future investment and profit, and where a company has a 
planned and fixed investment policy (Ross et al. 1999), the value of a company and thus 
its share prices are unaffected by the distribution of dividends. They also maintained that 
the value of the f i rm's shares was the present value of the stream of future cash flows 
from current assets and future growth opportunities. The authors further suggested that a 
dividend payment was merely an exchange of current cash for future cash of equal market 
value. Therefore, they concluded that dividend policy was irrelevant to the firm's 
financing decisions, because it had no effect on firm valuation. 
2.1.3 SIGNALING THEORY 
Signaling theory states that changes in dividend policy convey information about changes 
in future cash flows. Dividend signaling suggests a positive relation between information 
asymmetry and dividend policy. In other words, the higher the asymmetric information 
level, the higher is the sensitivity of the dividend to future prospects of the firm. 
Therefore managers use cash dividend announcements to signal changes in their 
expectations about the future prospects of the company when market is imperfect. Hence 
these type of dividend announcements influence shareholders to react to the 
announcements and thus have an effect on the company share prices. 
Several empirical studies attempt to test the informational content of dividend changes, 
yet they disagree about the sign and the significance of the effect of information 
asymmetry on dividend policy. Bhattacharya( 1979,1980), John and Williams (1985), and 
Miller and Rock (1985) come up with cash flow hypothesis which suggests that in a 
world of information asymmetry, an announcement of a decrease in dividends may signal 
a pessimistic message with respect to a company 's future cash flow. 
A model developed b y M e r t o n , Miller and Kevin, Rock (1985) suggests that dividend 
announcements convey information to investors regarding the firm's future prospects. 
Many earlier studies had shown that stock prices tend to increase when an increase in 
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dividends is announced and tend to decrease when a decrease or omission is announced. 
Miller and Rock pointed out that this is likely due to the information content of dividends. 
They studied the impact of dividend payment. According to them, cash dividend payment 
is normally associated with a company 's operating cash flow assuming the amount of 
investment and external financing is constant. If a company announced dividend payment 
which is greater than expected by the market, it reveals an increase of the company ' s 
future cash flow which brings an upward movement of its stock price. The theory thus 
hypothesized that an increase /decrease in dividend will lead to an increase /decrease in 
stock prices where the levels of cash dividends are associated with the levels of 
permanent earnings which would affect the stock value. 
2.1.4 AGENCY THEORY 
Researchers point to two major sources of agency costs that are reduced by dividends. 
One is that issuing a dividend eliminates the amount of free cash flow available to 
managers to spend on poor or wasteful investment projects and other is that by starting a 
dividend program, firms will find the need to go to external financing sources. These 
external financing sources will increase the monitoring of the firm and will reduce agency 
conflicts between management and stockholders. 
Jensen (1986), proposed a theory the free cash flow hypothesis which states that the free 
cash flow exists in a company when there are excess funds left over after taking into 
account all positive net present value projects, He argues that a conflict of interest 
between shareholders and managers over the payout policies of these free cash flows 
could explain the stock price reaction. The theory predicts that stock prices will increase 
if there is unexpected dividend payment. 
Similar predictions could also be inferred from the agency cost theory forwarded by 
Easterbrook (1984). According to him, the separation of ownership from control would 
encourage managers to misuse the company 's resources for their personal gain. A regular 
cash dividend payment ensures that managers are alert with their actions. If there is a 
reduction in dividend, this would increase access to internally generated funds where 
there is a likelihood of the management to allocate a greater proportion of the company 's 
resources into perquisites. 
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2.2 EMPIRICAL E V I D E N C E O N T H E E F F E C T O F DIVDJEND 
A N N O U N C E M E N T S O N S T O C K RETURNS W I T H I N T H E F O R E I G N C O N T E X T 
Several empirical studies have been carried out by lot of researchers all over the world for 
different stock exchanges to determine the stock market reactions to dividend 
announcements. The results of these studies provide support for some of the theories 
mentioned the 2.1 section such as the information content hypothesis. In general an 
announcement of a dividend increase will be followed by an increase in stock price while 
an announcement of a dividend decrease will lead to a share price reduction. This section 
will describes some of the empirical studies and how those studies results are compatible 
with the theories explained above. 
2.2.1 KUALA LUMPUR STOCK EXCHANGE 
Nur-Adiana Hiau Abdullah Rosemaliza and Abdul Rashid and Yusnidah Ibrahim (2002) 
have done event study methodology to examine the price reactions of 120 listed 
companies on the Kuala Lumpur Stock Exchange (KLSE) from year 1996 to 1999, 
surrounding sixty days of the announcements. Those observations were categorized into 
three classifications: Increasing, Decreasing and N o Change. They calculated abnormal 
returns for these three categories and their null hypothesis was Cumulative Average 
Abnormal Return over a period of t days is equal to zero is tested using t-statistics to find 
out any market reaction available according to the dividend announcements . 
Researchers tried to find out the how the relationship between effect of dividend 
announcements and the corporate finance theories and their findings provide no evidence 
that decreasing dividend announcements are associated with a negative price effect, 
which means none of the theories can be applied to Malaysian context. The existence of a 
significantly positive abnormal return for increasing dividend announcements 
nevertheless concurs with the corporate financial theories and empirical evidence 
provided in the US and UK. As for the no change dividend announcements , since no clear 
pattern of C A A R is observed and there are mixed positive and negative reactions among 
the Malaysian investors, conclusive support cannot be forwarded. Therefore this study 
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haven' t any conclusion to forward because there is no clear pattern observed and there are 
mixed positive and negative reactions for dividend announcements . 
2.2.2 DHAKA STOCK EXCHANGE 
Md. Hamid Uddin(2003) has done a study on Effect of Dividend Announcements on 
Shareholder's value based on 137 sample of dividend paying companies listed on Dhaka 
Stock Exchange(DSE) who announced dividends between October 2001 and September 
2002. He studied the impact of dividend announcement on shareholders ' value using two 
measures: Daily Market-Adjusted Abnormal Return (MAAR) and Daily Cumulative 
Abnormal Return over 60 days period of time relative to the dividend announcement day. 
M A A R shows the change in individual s tock 's value due to the dividend announcement 
and C A A R measures the investors ' total return over a period starting from well before the 
announcement of dividend to well after the dividend announcement day. He found that 
the effect of dividend announcement is not strong in DSE by analyzing M A A R values 
because results said that shareholders gain only 4 % value about three/four days before the 
announcement of dividend but no significant value gain on the announcement day. Over 
the period starting from 30 days prior to dividend announcement to 30 days after the 
announcement of dividend payment, investors incurred losses up to 19.52% of stock 
value. Although this loss of value is partially compensated by the current dividend yield, 
investors in Bangladesh seemed to have no net gain due to dividend payments. The 
evidence from DSE tends to support Miller and Modigliani (1961) hypothesis of dividend 
irrelevancy. 
Findings of this study further show that investors lost more value in the ex-dividend 
period than the value gained in the pre-dividend period. This tends to suggest that 
dividend announcement does not carry information about the future earnings and cash 
flow of the companies why because in Bangladesh, DSE and Security and Exchange 
Commissions generally rate the performance of listed companied based on their regular 
dividend payments. Hence, companies try to retain their good standing by paying regular 
dividends. In the presence of this kind of indirect pressures from the regulatory 
authorities, the companies may not be able to effectively signal the future earnings 
prospects through their dividend announcements. 
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2.2.3 ATHENS STOCK EXCHANGE 
Apostolos Dasilas, Katerina Lyroudi and Demetrios Ginoglou(2005) have empirically 
investigate stock price and trading volume reactions to simultaneous interim dividend 
and earnings announcements by the Greek firms listed on the Athens Stock Exchange 
(ASE) over period 1 s t January 1999 to 3 1 s t December 2004. Their sample companies met 
the following criteria: 
• Special dividends or more than one interim or extra ordinary dividend were not 
declared during the event period. 
• Special dividends or more than one interim or extra ordinary dividend were not 
declared during the event period. 
• Companies ' price data were available for the period commencing 220 days prior 
to the dividend/earnings announcement date to 20 days subsequent to the 
dividend/earnings announcement date. 
• Trading volume data were available for the period commencing 120 days prior 
to the dividend/earnings announcement to 120 days subsequent to the 
announcement date. 
• To avoid confounding effects, other concurrently announced corporate events 
(such as share issues, stock splits, mergers and acquisitions and share 
repurchases) were excluded from the final sample in the 20-day period 
surrounding the joint dividend/earnings announcement date. 
Their study investigates whether there exists an inverse relationship between the 
magnitude and volatility of security price response to dividend initiation announcements 
and the firm's information environment. Their results demonstrate that dividend initiation 
announcements are trustworthy mechanisms to convey information about the firm's 
future prospects. Once announced dividend initiations are associated with rises in 
shareholders ' wealth through stock price increase. This study results support to the 
dividend hypothesis and the proposition which states the magnitude of the market 
response is positively associated with the size of the dividend. 
Their results are based on the Greek market, which is a developing one and has the 
unique feature of no taxation on dividends and capital gains and the distribution of a 
minimum amount from the corporate profits. Despite these differentiating factors this 
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study results also in accordance to those earlier researches done in developed markets like 
USA, UK and other developed countries. 
2.2.4 PARISIAN STOCK EXCHANGE 
Frederic Romon(1996) has done a study on Parisian stock exchange and his objective was 
to understand of stock price reactions at the dividend announcement and at the ex-
dividend day by introducing the dividend policy stability criterion in event studies. 
Initial sample is made of 203 industrial and commercial French companies quoted on the 
Parisian stock exchange, distributing a regular dividend each year between 1991 and 
1995. He was divided the sample according to the firm dividend policies: low, medium, 
high and tested the dividend informational hypothesis and the dividend clientele 
hypothesis on each of those three firm groups. Around the dividend announcement date 
researcher observed discrepancies in cumulative abnormal returns according to dividend 
policy level of companies . 
The most interesting results of this study were obtained around the ex-dividend days. As a 
matter of fact, when the market knows the dividend yield policy (low, medium or high) 
and when there is no surprise, dividend yield clientele effect seems to be extremely 
limited. Indeed, he noticed a very low increase in EG ratio ((Pb-Pa)/D) according to the 
dividend yield level. This result may introduce doubt over the dividend clientele 
hypothesis. On the other hand, for firms changing their dividend yield policy, researchers 
observed abnormal stock price reaction at ex-dividend days. But it was a questionable 
result. They tried to find out whether this result is only due to dividend clientele effect or 
due to any others considerations. It seems to be questionable because at the same date, 
those firms have changed their dividend yield policy. So, other elements may certainly 
disturb the market evaluation. In any case, those changes in dividend yield policy have an 
influence on the values of the EG ratio, supposing the existence of dividend clienteles. 
Therefore, researchers may have doubts about the clientele effect interpretation of 
previous studies. 
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2.2.5 KARACHI STOCK EXCHANGE 
Muhammad Akbar and Humayun(2008) did an attempt to investigate the reaction of stock 
prices to dividend announcements and market efficiency in Pakistan as their M B A 
dissertation. This study aims to test the semi-strong form of market efficiency by 
investigating the reaction of stock prices to dividend announcements. The study 
separately analyzes 129 cash, 24 stocks and 40 simultaneous cash and stock dividend 
announcements of 79 companies listed on the Karachi Stock Exchange (KSE) from July 
2004 to June 2007. Expected returns for 41 days time window are calculated from the 
market model, which is estimated on 120 days' data. To calculate abnormal returns, 
expected returns are deducted from the actual returns. The abnormal returns are then 
evaluated for statistical significance using t test and Wilcoxon Signed Rank Test. 
The results of the cash dividend announcements reveal that the reaction of stock prices to 
cash dividend announcements is statistically insignificant. The cumulative average 
abnormal returns for the alternative two out of four t imes windows considered are 
negative and hence suggest that investors perceive cash dividends negatively. However, 
the average abnormal returns and cumulative average abnormal returns for stock dividend 
announcements and simultaneous cash and stock dividend announcements are mostly 
positive and statistically significant. Furthermore they found that the reaction of stock 
prices to cash dividend announcements is statistically insignificant. However, the returns 
are mostly negative for the 41 day window which might be attributed to the tax effect of 
cash dividend. However, the negative returns are partly compensated by the cash 
dividends to investors which were not included in the calculations of the returns. Further 
the average abnormal and cumulative abnormal returns for stock dividend announcement 
are statistically significant which suggest a positive reaction. Stock dividends are not 
taxed and are resorted to by firms when cash needs are high and future operations require 
expanded equity capital base. This finding suggests that the KSE is not efficient in the 
semi-strong form of market efficiency. 
2.2.6 DANISH STOCK EXCHANGE 
Carina Sponholtz (2005) has done a research on how the stock market reacts to 
simultaneous dividend and earnings announcements by using the data of Danish Stock 
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Analyzing these results further, they found that the market mainly reacts to the surprise 
component in management ' s forecast of next year ' s earnings. In addition to this, there 
were two instances where dividend announcements induce a market reaction. 
• First, in general, a positive dividend surprise results in a positive market reaction. 
This result is supported by both the signaling models and the free cash flow 
hypothesis. 
• Second, when the firm is investing optimally, there was a significantly negative 
reaction to a negative dividend surprise accompanied by no surprise in 
management ' s forecast of next year 's earnings. 
Thus, when the latter contains no information, the dividend seems to function as a signal 
of future cash flows. This result supports the signaling model explanation of dividends. 
Finally, for firms that are overinvesting, there is a significant negative reaction to no 
dividend surprise measured as an unchanged dividend, regardless of whether it is 
accompanied by a positive or negative surprise in management ' s forecast of next year 's 
earnings. Thus, the market reacts unfavorably to an unchanged dividend for overinvesting 
firms, since it implies that additional free cash flow will not be paid^t ,5B?u^nstead left in 
0 9 / 9 0 2 9 H . D . H . K PERERA V S » , g y 1 9 | P a g e 
10 0813 V % 
market during 1999-2004. This study draws o the simultaneous announcement of current 
dividends, current earnings and management forecasts of next year ' s earnings to provide 
an analysis of the informational and real effect of dividend announcements. To analysis 
these three variables and interaction effects between the three components of the 
simultaneous announcement and combine such an analysis with an examination of how 
the market reaction differs across overinvesting and optimally investing firms. Therefore 
these analyses deepen the understanding of the market reaction to the simultaneous 
announcements and facilitate a complete disentanglement of the informational and real 
effects of dividends. J ' . . "*tfBRARV 
U H V E R S I T Y O F M O R A T U W A . S R I L A W x 
* —»» MORATUWA 
She has used the event study methodology for the study and calculates abnormal returns 
in an event window around the announcement date. Then explained these calculated 
abnormal returns by conducting cross-sectional regression. The results of the study 
indicate that the stock market reacts to the component of surprise in dividend 
announcements and management ' s forecast of next year 's earnings. There is no indication 
of a reaction to the surprise component in announcements of current earnings. 
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the hands of managers, who waste it on unprofitable projects. Thus, this result supports 
the free cash flow hypothesis. Therefore, this study results indicate that the signaling 
models and the free cash flow hypothesis explain separate aspects of the market's 
reaction to dividend announcements. This indicates that both models offer valid and 
important explanations for the existence of dividends and implies that dividends have 
both an informational and a real effect. 
2.2.7 UK MARKET 
Lonie A.A, Abeyratna G, Power D.M, Sinclair C.D(1996) have done a research on the 
dividend signaling phenomenon in the UK companies over the six-month period January 
to June using event stuy methodology to identify abnormal returns. Through the same 
research they have tested the relationship between dividend and earnings using regression 
models to determine whether an interaction effect existed between unexpected dividends 
and earnings. To examine those relationships they have catergorized UK firms into six 
groupings as follows. 
(1) Companies which increased dividend and earnings (DI-EI); 
(2) Companies which increased dividends when earnings fell (DI-ED); 
(3) Companies which cut their dividends when earnings increased (DD-EI); 
(4) Companies where dividends and earnings fell (DD-ED); 
(5) Companies which did not change their dividends despite reporting increased 
earnings (DNC-EI); 
(6) Companies which maintained their dividend despite a drop in reported earnings 
(DNC-ED). 
Their objective was to discover whether the stock market reaction to the dividend 
announcement for the above groups according to the character of their earning news. 
Analysis done for the six months of period, January to June 1991 using a well-established 
event study methodology to identify abnormal returns over the two-day announcement 
period for the different dividend-earnings combinations of companies (DI-EI, DI-ED, 
DD-EI, DD-ED, DNC-EI and DNC-ED). 
The summary findings of this research as follows. The good news companies in the DI-EI 
group earned the largest positive abnormal returns. Bad news companies in the DD-ED 
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group had the largest negative abnormal returns of all the groups considered in the study. 
The abnormal returns of the other main categories were ranked in the expected order with 
the exception of the relatively small group of companies in the DNC-EI category, whose 
announcement of no-change in dividend was associated with positive abnormal returns 
which were even larger than those of the DI-EI category. These significant findings 
confirm to the results of earlier investigations by Kane et al. (1984) and Easton (1991) 
whose US and Australian studies respectively employed a similar methodology. 
According to the results of this study, authors found that current earnings constituted the 
dominant signal to the capital market and the dividend announcement a partial, and often 
inferior, substitute signaling mechanism for managers to convey to investors their views 
about the future performance of their firms. 
2.2.8 AUSTRALIAN STOCK EXCHANGE 
John C. Dummy and John A. Tull (2006) have done a study to examine whether the 
disclosure of intellectual capital disclosure to Australian Stock Exchange (ASX) has an 
effect on the short-term share price of the firm. This analysis was based on the event 
study methodology which analyses stock price movements of the sample firms over a 
period of t ime straddling each price sensitive announcements. For this study researchers 
have used the ASX20 and ASX200 indices which are the most widely quoted indices of 
Australian stocks represent the top 20 and top 200 stocks respectively in terms of market 
capitalization in Australia within 12 month period from 1 July 2004 to 30 June 2005. 
Their research methodology was based on three research questions and several 
hypotheses tested in response to three research questions. 
They used short t ime window (-3, +5) to analyze the price movement therefore their 
results of the study suggest that the market does not respond immediately to these 
announcements because it needs t ime to absorb the impact of the announcements. This 
study apply the empirical event study methodology for the 2004-2005 financial year, the 
components of intellectual capital are used to classify price-sensitive company 
announcements to ASX, and to examine any relationship between the disclosure of 
intellectual capital and the cumulative abnormal return of a firm's share price. Findings of 
this study can be stated as the disclosure of intellectual capital elements in price sensitive 
company announcements can have an effect on the cumulative abnormal returns of a 
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firm's share price. Therefore the market is found to be most responsive to disclosures of 
"internal capital" elements. 
2.2.9 OSLO STOCK EXCHANGE 
John Capstaff, Audun Klaeboe and Andrew P. Marshall (2004) have done a research on 
share price reaction to dividend announcements: empirical evidence on the signaling 
model from the Oslo Stock Exchange (OSE). This study tests the signaling theory of 
dividends by investigating the stock price reaction to dividend announcements on the 
OSE, and subsequent changes in the cash flows of the firms involved. This study adds to 
existing evidence by examining the role of dividends in a market where the corporate 
ownership structure is notably different from the U.S. and the U.K., and where the 
motivation to use dividends as a signaling mechanism appears to be stronger. 
This study was based on the data of 201 share price and dividend announcements around 
64 firms over the period 1993-98. Basic data were categorized into three groups as 
positive, negative and no change using the naive expectation model of Aharony and 
Swary(1980). The market model is used to measure risk adjusted returns and use t-tests 
when comparing means of the A A R of each of our samples and chi-squared tests for 
differences in the numbers of our various classifications/categories. 
The results indicate significant abnormal stock returns are associated with announcements 
of dividend changes. The results are robust to alternative models of dividend 
expectations, after controlling for the impact of earnings announcements , and are 
consistent across sub-periods in the sample. The stock market reaction is most 
pronounced for large, positive dividend announcements that are followed by permanent 
cash flow increases. This evidence provides modest support for the signaling theory of 
dividends in Norway, but it does not support the proposition that corporate ownership 
structure is an important influence on the use of dividends as a signaling mechanism. 
However this study results were no stronger than those found in U.S research, implying 
that ownership structure is not an important influence on firm's use of dividends. More 
specifically, the evidence from Norway suggests that lower agency costs and greater 
information asymmetry do not increase the likelihood that managers will use dividends as 
a signaling mechanism. 
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2.2.10 AMERICAN STOCK EXCHANGE (AMEX) 
Jeremy Schultz (2004) has done a study of Interpreting "Good" and "Bad" news signals: 
The effects of dividend initiation on stock price returns. The study is based on two 
research questions: Do unanticipated changes in dividends cause share prices to change in 
either direction? and Do dividend changes predict firm's future earnings?. Therefore 
primary objective for this study is twofold: to examine the stock price change following a 
dividend announcement and to explore the causes behind the market reaction to dividend 
initiations. This study largely followed the work of Jin (2000) and similar theorists who 
have attempted to explain the stock market's reaction to dividend initiations using cross-
sectional regressions. As an extension of the existing empirical work, the predictability of 
abnormal returns was examined. Logit model was implemented to determine the 
probability of a positive market reaction and, combined with the results from the cross-
sectional regression of variables Cumulative abnormal returns, market-to book ratio, 
standard deviation of earning per share, dividend yield and natural log of the market value 
of equity, the expected value from a dividend initiation was predicted. 
The data set for this study consists of NYSE, AMEX and NASDAQ firms listed in the 
center for research in Securities Prices (CRSP) monthly file that paid an initial cash 
dividend to common shareholders. Study counts the dividend announcements of those 
companies during the period of January 1975 to December 2002. 
Results of this study can be summarized by explaining the general relationship between 
abnormal returns surrounding dividend announcements and firm-specific characteristics is 
extremely difficult. Although the foundation of this study followed the theoretical 
framework of Jin, the results of the two studies differ markedly. Specifically, Jin reports 
that dividend initiations, which are seemingly positive corporate events, could very well 
be perceived by the market as having a negative impact on the value of the company 
based on certain firm-specific attributes. While this paper does confirm that nearly a third 
of firms that initiate a dividend were met with an adverse market reaction, it does not 
found any evidence to suggest that the firm-specific characteristics of positive CAR firms 
affect abnormal returns differently than the characteristics of negative CAR firms. Rather, 
the two subsets of firms only appear to differ in the level of the values of the explanatory 
variables (i.e. the means of the variables for the two groups are significantly different). 
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Given these contrasting conclusions, further research needs to be conducted in order to 
determine the true relationship between abnormal returns and firm-specific characteristics 
for this stock exchange. Ideally, future research on this topic will also consider adding 
other proxies for the determinants of abnormal returns in order to better capture the 
complexity of investor behavior surrounding corporate announcements of AMEX. 
2.3 EMPIRICAL E V I D E N C E O N T H E E F F E C T O F DIVIDEND 
A N N O U N C E M E N T S ON S T O C K R E T U R N S W I T H I N T H E L O C A L C O N T E X T 
Dissa Bandara and Lalith P. Samarakoon (2002) have done a study on Dividend 
announcements, firm size and dividend growth in Sri Lankan stock market. They 
investigate the informational content of dividend announcements and analyze the impact 
of dividend announcements by firm size and dividend growth using a sample of 37 
companies listed in the Colombo stock exchange during the period from 1993 to 1998 
included 123 events coving the 12 industry sectors. They used the standard event study 
methodology to estimate the stock price reaction to dividend announcements within 121 
day event window period. In order to understand the relationship between dividend 
announcements and firm size they classify the overall data sample into six categories 
according to the market capitalization of the companies as at the date of dividend 
announcements. Then their sample was further categorized according to the dividend 
growth rate. 
The empirical results of the market reaction to dividend announcements supports the 
informational content of the dividend hypothesis which means changes in annual cash 
dividends provide information about the changes in manager ' s assessments of future 
estimates of the firm. Further they found this market reaction appears very slowly to 
information and a considerable amount of t ime passes before the prices fully incorporate. 
The results of the market response by firm size indicates positive announcements effect 
observed in the overall sample which is primarily attributable to the behavior of small 
companies in the sample. Their investigation into market response by dividend growth 
reveals a significant announcement day effect associated with the highest dividend 
growth. However they found that there was a large delayed reaction to the highest 
dividend growth. Overall they found that dividend announcements seeTgff tjjgKgontain the 
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valuable information while there does not appear to be a discernible relationship between 
not only announcement effect and firm size but also between announcement effect and 
dividend growth. 
Gunasekara (2005) trying to identify the share price reactions to bonus issue 
announcement of Sri Lankan Stock Market, for the 1993-2005 period. Sample of the study 
consists of 76 bonus announcement issues, divides his sample into two categories 
according to the bonus ratio. Large bonus ratio (bonus ratio greater than 50%) and small 
bonus ratio (bonus ratio less than 50%) samples were used to determine AAR on event 
date and around the date at portfolio level during the investigating window of - 60 to + 60 
days. Results of the study have declared that here is a positive response from investors to 
bonus issue announcements; investors received abnormal return due to bonus issue 
announcements. Investor's responses towards large size of bonus announcement were 
more positive than the small size of bonus announcements. In addition results of this 
research he implied that CSE does not exhibit semi or strong market efficiency for bonus 
issue announcements because investors get an abnormal return from bonus issue 
announcement on announcement date as well as subsequent days. 
Dissa Bandara (2001) done a study on how the evidence support to the informational 
content of dividends announcements and there by done a test of the semi-strong form 
market efficiency of Sri Lankan share market. This was tested through an overall sample 
of 123 events relating to 37 companies covering the period from 1993 to 1998 using the 
standard event study methodology. 
The results of the overall sample clearly support the informational content of dividend 
hypothesis. The evidence is not consistent with the semi-strong form of the Efficient 
Market Hypothesis. Market response to dividends announcements in Sri Lanka which 
found that as well as market reacts positively to the of dividend increases and negatively 
to dividend decreases. However the magnitude of market response is very different 
between dividend increase and decreases. Market reaction to dividend reduction is much 
more than to dividend increases. 
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2.4 LITERATURE S U M M A R Y 
This chapter aims to review the vital points of the previous studies and the 
methodological contributions of how the share prices react to the dividend announcement 
for different stock exchanges. First section of the study describes the theories associated 
in financial literature to explain the impact of dividend announcements on stock returns. 
Then next section of the study explains the ten studies from the foreign context and three 
local context studies which available in literature for examine share price fluctuations to 
dividend announcements. Those explanation consists the mixed of developed stock 
exchanges like UK, ASX, OLSO, AMEX and emerging stock exchanges like DSE, 
Karachi, Kualar Lumpur. Analyzing the previous similar type of studies helps to gather 
knowledge and the appropriate way of doing the current study. 
After getting the knowledge from the previous studies next chapter describes the 
methodology which used in this study including the appropriate data sample and most 
appropriate mechanism for the study. 
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3.0 M E T H O D O L O G Y 
Based on the review of the literature in Chapter two, this chapter describes the selection 
of the most appropriate methodology, data sample and the hypotheses that guide the rest 
of the study. Before start the work on the study first need to select the appropriate data 
sample which satisfies the resources of the study. Therefore earlier stage of the chapter 
describes the sample selection criteria, composition of the data sample and sample groups 
which helps to direct the study in accurate path. 
To examine the impact of dividend announcements on stock price fluctuations, this study 
is organized by subdividing the overall sample into three sub samples based on their 
dividend announcement directions: Positive dividend announcements , Negative dividend 
announcements and N o change dividend announcements. Therefore the average abnormal 
returns and cumulative abnormal returns are calculated according to these three categories 
and three different hypotheses were developed for each category. 
3.1 SAMPLE SELECTION 
This study draws upon a sample of the top 25 industrial and commercial companies 
quoted on the Colombo Stock Exchange Milanka Price Index, distributing their dividends 
over the period 2005-2009.The data were collected from the Data Library of the Colombo 
Stock Exchange. After selecting the overall sample, for the purpose of calculating stock 
returns and market returns, the following data were collected. 
• Daily closing share prices of all the 25 companies from 2005-2009 (including both 
years) for the 41 event window period 
• Milanka Price Index(MPI market index) data from 2005-2009 (including both 
years) around the event and estimation period 
• Nominal (PAR) values of the 25 companies 
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Step 2: Criteria to be satisfiedfor inclusion in the MPI 
The criteria taken into account in its construction are size and liquidity. 
• Size is measured by the average of market capitalization of companies as at end of 
the immediately preceding four quarters of the date of evaluation. Ex: 31 s t 
December 2008, 31 s t March 2009, 30 t h June 2009 & 30 t h September 2009. 
• Liquidity is measured by 
(a) Number of trades excluding odd lot trades executed over the one full year 
period immediately preceding the date of evaluation. Ex: 1st October 2008 to 30th 
September 2009. 
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3.1.1 MILANKA PRICE INDEX 
The Colombo Stock Exchange introduced the Milanka Price Index (MPI) on 4th January 
1999. The MPI comprises of 25 companies and they are selected by considering their 
performances over the past four quarters. The base index was set at 1000 points as at 31st 
December 1998. The CSE reviewed and revised the companies to be included in the MPI 
annually up to 2004 and quarterly from 2005, considering the increased level of activity 
and the need for the MPI to represent the changes in the market conditions more 
regularly. The CSE now reviews & revises the companies to be included in the MPI on a 
biannual basis commencing from 2007. 
3.1.1.1 SELECTION CRITERIA FOR MPI 
Step 1: Companies to be excluded in selecting the companies for the MPI 
• Companies in which dealing/trading were suspended as at end of the quarter 
immediately preceding the date of evaluation. Ex: 30 t h September 2006. 
• Companies that have made application to the CSE to de list and are likely to be de 
listed in the near future as at the date of evaluation. 
• Companies that have been subject to public offers under the Takeovers & Mergers 
Code subject to their public holding falling below 25% immediately subsequent to 
the offer during the period of one full year immediately preceding the date of 
evaluation. Ex: 1 s t October 2005 to 30 t h September 2006. 
• Companies that were in the Default Board as at the date of evaluation. 
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Step 3: Minimum criteria to be satisfiedfor inclusion in the MPI 
The companies should satisfy minimum criteria in respect of the following parameters: 
• Average of market capitalization of companies as at end of the immediately 
preceding four quarters of the date of evaluation. 
• Number of trades excluding odd lot trades executed over the one full year period 
immediately preceding the date of evaluation. 
• Trading value over the one full year period immediately preceding the date of 
evaluation as a percentage of average of market capitalization companies as at end 
of the immediately preceding four quarters of the date of evaluation. 
The CSE set minimum criteria in 2001 in respect of the above. The minimum criteria 
were subsequently revised annually in 2002, 2003, 2004, quarterly from 2005 and 
biannually from 2007 based on the level of activity during the period under evaluation. 
Step 4: MPI Calculation 
Milanka Price Index = Market Capitalization of 25 Milanka Companies x 100 
Base Market Capitalization of those 25 Milanka Companies 
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b) Trading value over the one full year period immediately preceding the date of 
evaluation as a percentage of average of market capitalization of companies as at 
end of the immediately preceding four quarters of the date of evaluation. Ex: 
Trading value over the period 1st October 2005 to 30th September 2006 as a 
percentage of average of market capitalization of companies as at 31 st December 
2005, 31st March 2006, 30th June 2006 and 30th September 2006. 
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Table 3 .1 : Milanka price Index Listed companies 2010, Q2. 
Source: Colombo Stock Exchange Data Library 
CSE Code Company Industry Sector 
COMB.N0000 COMMERCIAL BANK OF CEYLON PLC Banks, Finance & Insurance 
DFCC.N0000 DFCC BANK Banks, Finance & Insurance 
HNB.N0000 HATTON NATIONAL BANK PLC Banks, Finance & Insurance 
JINS.N0000 JANASHAKTHI INSURANCE COMPANY PLC Banks, Finance & Insurance 
MBSLNOOOO MERCHANT BANK OF SRI LANKA PLC Banks, Finance & Insurance 
NDB.N0000 NATIONAL DEVELOPMENT BANK PLC Banks, Finance & Insurance 
NTB.N0000 NATIONS TRUST BANK PLC Banks, Finance & Insurance 
PABC.N0000 PAN ASIA BANKING CORPORATION PLC Banks, Finance & Insurance 
SAMP.N0000 SAMPATH BANK PLC Banks, Finance & Insurance 
SEYB.NOOOO SEYLAN BANK PLC Banks, Finance & Insurance 
AHPL.NOOOO ASIA HOTELS AND PROPERTIES PLC Hotels & Travels 
KHL.N0000 JOHN KEELLS HOTELS PLC Hotels & Travels 
NHL.N0000 NAWALOKA HOSPITALS PLC Health Care 
OSEA.N0000 OVERSEAS REALTY (CEYLON) PLC Land & Property 
LIOC.N0000 LANKA IOC PLC Power & Energy 
CIC.N0000 CHEMICAL INDUSTRIES (COLOMBO) PLC Chemicals & Pharmaceuticals 
DOCK.N0000 COLOMBO DOCKYARD PLC Construction & Engineering 
BRWN.N0000 BROWN & CO. PLC Trading 
GREG.N0000 ENVIRONMENTAL RESOURCES INVESTMENTS PLC Trading 
DIST.N0000 DISTILLERIES COMPANY OF SRI LANKA PLC Beverage, Food & Tobacco 
JKH.N0000 JOHN KEELLS HOLDINGS PLC Diversified 
RICH.N0000 RICHARD PIERIS PLC Diversified 
ACL.N0000 ACL CABLES PLC Manufacturing 
LLUB.NOOOO CHEVRON LUBRICANTS LANKA PLC Manufacturing 
DIAL.N0000 DIALOG TELEKOM PLC Telecommunications 
Dividend announcement dates and payment amounts were obtained from C S E data 
library. Over the five-year period for our 25 firms there were 149 dividend 
announcements. Dividends per share data, closing stock prices were also extracted from 
data library of C S E . Table 3.2 presents the distribution of the dividends included in the 
sample by year and frequency over the period 2005-2009. Majority of the dividend 
announcements occurred in 2007 but as an average, all the years have frequencies nearby. 
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3.2 D A T A S A M P L E 
Milanka Price index was reviewed and revised in each quarter and this study data sample 
was taken from 2010, Quarter-2(lst June 2010) MPI index. Table 3.1 shows the 25 most 
liquid stocks weighted on market capitalization in 2010, Q2. 40% of the data sample 
consists of the Banks, Finance and Insurance sector. All other sectors were below 10% of 
the sample. 
Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
All dividend announcements within the five years time year by year were attached on the 
Appendix A. 
Table 3.2: Dividend announcements by year 
Year Frequency Frequency per cent 
2005 29 19 .46% 
2006 30 20 .13% 
2007 3 1 20 .8% 
2008 30 20 .13% 
2009 29 19 .46% 
All Years 149 100% 
3.2.1 PORTFOLIO SELECTION 
To examine the impact of unexpected dividend announcements on stock price returns, 
there is a need of measuring the unexpected dividend. Therefore sample was categorized 
into three classifications: Positive (Good), Negative (Bad), N o Change (Neutral). The 
classification was based on the study of Aharony and Swary (1980) the naive 'no change ' 
expectations model which comparing the announced dividend with the previous year 
dividend. To compare those two measurements, use the adjusted dividend per share. Any 
change in dividend is considered as unexpected. The naive model is justified by the 
assertion that managers do not change dividends unless they expect a significant change 
in the future prospects of the firm. Therefore investors expect this year dividend is same 
as the previous year ' s dividend. If that was not true dividend changes are interpreted as 
changes in management ' s expectations. 
The naive model of expected dividend is can be mathematically expressed as equation 
(1). 
E(Vi>t) = T)i)t.l - ( 1 ) 
Where; 
E (Ditt) = Expected dividend per share for firm / in year t 
D,>/ = Dividend per share for the firm in year t-1 
Dividend announcements were classified as Positive (Good), Negative (Bad), N o Change 
(Neutral) according to whether they are above, below or equal to the expected dividend. 
Graphical presentation of this classification shows in figure 3 .1 . 
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Dividend Announcements 
I 
Positive 
(Good News) 
E(D,t) > D t M E(D,t) = D l M 
Negative 
(Bad News) 
No change (Neural 
News) 
Figure 3.1: Portfolio Classification 
3.2.2 PAR VALUE AND DIVIDEND PER SHARE VALUE 
What is PAR Value? 
PAR value can be described as the stated value of a security as it appears on its 
certificate. A bond's par value is the monetary value on which interest is calculated and 
the amount paid to holders at maturity. Par value of preferred stock is used in a similar 
way in calculating the annual dividend, also called as face value or nominal value. And 
this value can described as the minimum contribution made by investors to purchase a 
share of common stock at the t ime of issue. 
The New Companies act N o 07 of 2007 has eliminated of long existing concepts and 
principles which formed the bedrock of company law in Sri Lanka. Therefore par value 
concept also has eliminated by new law which existed under the previous law. As a result 
of that companies declared their dividends as dividend per share from 2007 onwards. But 
before the new companies act they announced their dividend as percentage. Therefore 
purpose of bringing all data into one platform, need to calculate dividend per share value 
from dividend percentages. The calculation is based on the below equation (2) and the 
MPI listed companies par value of shares are displayed in table 3.3. 
Dividend per Share = Dividend Rate * P A R value — (2) 
08! 
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CSE Code PAR Value 
COMB 10 
DFCC 10 
HNB 10 
JINS 10 
MBSL io 
NDB 10 
NTB 10 
PABC 10 
SAMP 10 
SEYB 10 
AHPL 10 
KHL 1 
NHL i 
OSEA 10 
LIOC 10 
CIC 10 
DOCK ! 0 
BRWN 8 
GREG 
DIST 1 
JKH 10 
RICH 10 
ACL IIZV~~io 
LLUB 
DIAL i 
(Rs.) 
3.3 METHODOLOGY SELECTION 
Event Study Methodology (ESM) is used as the methodology of this study because most 
of the empirical researches have used ESM to analyze the stock market reaction on 
dividend increase, dividend decrease and no dividend change announcements which was 
developed by Asquith and Mullins (1983). 
The event study methodology is designed to investigate the effect of an event on a 
specific dependant variable. Dependent variable of this event study is the stock price of 
the company. In order to find the impact of a selected event on stock price essential to 
distinguish between the expected returns and unexpected returns on the stocks. Main 
objective of this event study is to study of the changes in stock price beyond expectation 
(Abnormal returns) over the period of time (event window). Therefore this methodology 
seeks to determine whether there is an abnormal stock price effect associated with an 
event. 
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Table 3.3: PAR Value of the MPI Listed companies 
Source: Colombo Stock Exchange Data Library 
Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
( i) E V E N T W I N D O W S E L E C T I O N 
Event period starts with the dividend announcement day then goes back to 20 trading 
days back which known as pre-event period identified as day -1 to day -20 and 
immediately after the announcement day and 20 days ahead up known as post-event 
period can be identified as +1 to +20. Therefore altogether event period consists of 41 
trading days including event date as shown in figure 3.2. 
Pre-event window Event window Post-event window 
To Ti 0 T 2 
Figure 3.2: Event Period (41 trading days) 
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The key assumption of the event study methodology is that the market must be efficient 
because the effects of the other events (ex: economic factors, confounding events) will be 
reflected immediately in the stock prices of the company. 
The event study methodology is widely used in corporate finance because people are 
interested to know as to how the corporate policies can impact the value of the firm. On 
this surface with the use of event study methodology will be able it to find the economic 
effect as long as when remove the confounding effects on return due to other events. The 
usefulness of this study in corporate finance comes from the fact that when data is given 
rationality in the market place; event will be reflected immediately in security prices. 
3.3.1 STEPS OF CALCULATING, MEASURING AND TESTING A R 
After analyzing the facts contributed by Fama, Fisher, Jensen and Roll(1969), 
Fama(1970), Petit(1972), Aharony and Swary(1980), Brown and Warner( 1980,1985), 
Aquith and Mullins (1986), Beer (1993), Chew and Liang (1993), McWilliams and 
Siegel(1997), DissaBandara (2000), Samarakoon (2002), Gunasekara (2005), following 
steps were identified for the ESM. Steps that used for this study is stated below. 
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(ii) ABNORMAL RETURNS CALCULATION 
In order to study the impact o f d iv idend announcement o n shareholder's va lue it is needed 
to calculate the abnormal returns. T o calculate it first it is required to est imate expected 
returns during the e v e n t period. D a i l y c lo s ing prices w e r e u s e d to measure the stock price 
reaction in a 4 1 - d a y e v e n t w i n d o w surrounding the d iv idend a n n o u n c e m e n t day. Da i ly 
abnormal returns can be calculated by comparing the dai ly s tock returns wi th the returns 
o f the market. T h e dif ference b e t w e e n the t w o returns is k n o w n as unexpected or 
abnormal returns. A b n o r m a l returns can be calculated for each share according to the 
f o l l o w i n g equation: 
A R i t = J*W - E(Riit) 
Where, 
A R = Abnormal returns for stock i on event day t 
R itt = The fractional change of stock i's adjusted price(Pj) on event day t 
E(R = Expected return on share i on day t 
(a )STOCK RETURNS (R,,,) 
T o est imate the s tock price react ions to d iv idend announcements , first n e e d to calculate 
discrete returns w h i c h w a s theorized by Strong ( 1 9 9 2 ) . i ? f o r share i at date t as: 
Rit= ( P i l t - P t - i ) / P t - i 
Where, 
Rjit = Actual return 
P ij = Daily closing price of share i on day t 
P./ = Daily closing price of share i on day t-1 
(b) MARKET RETURNS (Rm,t) 
Return o n the market portfol io o n day / proxy by C S E Mi lanka Price Index can be 
calculated as: 
R m t = (MPIt - M P / ^ V M P I ^ 
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Where, 
Rm,i = Market Return on day t 
MPI, = Milanka Price Index value on current day t 
MPI , . i = Milanka Price Index value on previous day t-1 
(c)MODELS 
Study use s t w o m o d e l s to measure the impact o f chang ing d iv idend o n share price o f the 
firm. Expec ted return o n share / o n day / can be calculated b y e m p l o y i n g : 
• Market-adjusted abnormal return ( M A A R ) m o d e l and 
• Raw-return m o d e l , w h i c h a s s u m e s that the expec ted return is equal to zero: 
E(R i i t ) = 0. 
M A A R indicates the relative dai ly percentage price change in the d iv idend pay ing s tocks 
compared to the c h a n g e in average market price. W i t h the use o f M A A R , it is a s sumed 
that a m o d e l o f equi l ibr ium expec ted returns ex i s t s where alpha is equal to zero and 
average sys temat ic risk is equal to one . M A A R s h o w s the c h a n g e in individual s tock ' s 
value due to the d iv idend announcements . 
Market adjusted abnormal return m o d e l is derived as: 
E(Ri,t) = Rm,t 
Where, 
E(R
 if() = Expected return on share i on day t. 
Rmf, = Return on the CSE Milanka price index 
M A A R calculated over a period starting - 2 0 days to + 2 0 days relative to the d iv idend 
announcement day ( t=0) . 
(iii) AVERAGE ABNORMAL RETURNS CALCULATION 
The next step is to calculate the daily cross-sect ional average abnormal returns for a 
specif ic day t. It is ca lculated by s u m m i n g the prev ious calculated dai ly abnormal returns 
for each observat ions across c o m p a n i e s and div id ing this result by total observat ions o n 
that day w h i c h d o n e for the w h o l e event period or test period. T h e dai ly abnormal returns 
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were averaged across the sample of firms for each of the 41 days according to the below 
(iv) CUMULATIVE AVERAGE ABNORMAL RETURNS CALCULATION 
Next cumulative average abnormal return(CAAR) is calculated by summing the cross 
sectional average abnormal returns for event day t, which measures the investor 's total 
return over a period starting from well before the announcement of dividend to well after 
the dividend day. In here use a 41-day window period starting from -20 day to +20 day 
with respect to the dividend announcement day. C A A R can be computed as follows: 
Where, 
U and tj represent researcher's specified time window to investigate the cumulative effect 
of dividend announcements on stock returns. 
In addition to 20 days before and after window, this study also use (-20,-1), (+1 ,+20), 
(-10,-1), (+1,+10), (-5,-1), (+ l ,+5) , (-1,+1),(-1,0) and (0 ,+ l ) t ime windows. The statistical 
significance of C A A R t is investigated in the same manner as for AAR t . Data used for the 
above mentioned calculations are attached in the Appendix B (daily closing prices) and 
Appendix C (MPI data). 
(v) SIGNIFICANCE (PARAMETRIC) TESTING FOR AAR 
Significance of average abnormal returns for the event period is tested using t-statistics. 
The t-statistic can be calculated as: 
formula: 
N 
Where, 
AARt = Average abnormal return on a given day 
N, = The number of valid observations on event day t 
t = 
AAR T 
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Where, 
_ |Z[L i (ARj,t - AAR^) 
1
 S N t - 1 
Where, i = l,2,3....N t 
N = number of events in the sample 
(vi) SIGNIFICANCE (PARAMETRIC) TESTING FOR CAAR 
Significance of cumulative abnormal returns for the event period is tested using t-
statistics. The t- statistic can be calculated as follows: 
CAARt/T t = 
Where, 
2U[(ARRT - (CAART/T)] 2 
S T = T - 1 
Where, 
i = 1,2,3. ...T 
T = number of days over which AARs are cumulated 
(vii) TABULATION OF RESULTS FOR THE EVENT PERIOD 
The results are derived from the above calculations presented in a serious of tables in 
order to get a clear idea to readers. For each category there were four tables to display the 
results of the calculations. AAR, CAAR calculations over the 41 event window period is 
displayed in first table for both models MAAR and Raw returns. The direction of the ARs 
realized on the dividend announcement date for both models shown in next two tables. 
Finally daily CAAR for multiple windows shows in final table in each category. 
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(viii) GRAPHICAL PRESENTATION OF RESULTS OVER THE EVENT PERIOD 
In order to facilitate the discussion of the results, the most appropriate way of reporting 
the results is displaying them in a graph. Therefore the results of the above calculations 
were presented using two graphs in each category. Those graphs covered an event 
window (X-axis) and responses for the event (Y-axis) which helps readers to easily 
identify the results. First graph displays the A A R for the event window and second one 
shows the C A A R for the whole event window. 
(ix) INTERPRETATION OF RESULTS 
By using the facts and figures shown in above two steps, two different hypotheses were 
built for A A R and CAAR. 
Test for evidence of the signaling theory by examine the stock price reaction to 
unexpected dividend changes to assess whether this is consistent with the signaling 
theory. The examined hypotheses are as follows: 
Hypothesis 01: 
Ho: Dividend announcement do not provide information to the market [ AARt = 0 ,Daily 
Average abnormal return of day t is zero: no stock price reaction on the 
announcement day, t statistic is calculated] 
The following three null and alternate hypotheses were developed for each category of the 
study. They are: 
Hi - Effect of Positive Announcements 
Hio: The price movement for announcements classified as 'Posit ive Announcements ' 
does not result in positive relative movements in share prices 
HIA: The price movement for announcements classified as 'Posit ive Announcements ' 
does result in positive relative movements in share prices 
H2 - Effect of Negative Announcements 
H20: The price movement for announcements classified as 'Negative Announcements ' 
does not result in negative relative movements in share prices 
H2A: The price movement for announcements classified as 'Negative Announcements ' 
does result in negative relative movements in share prices 
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H 3 - Effect of Neutral Announcements 
H30: The relative price movement for announcements classified as 'Neutral 
Announcements' does not have a different mean that the population of relative price 
movements in share prices 
H3A-" The relative price movement for announcements classified as 'Neutral 
Announcements' does have a different mean that the population of relative price 
movements in share prices 
This test determines whether the individual stock returns are statistically different from 
zero given their distribution about the average. Obviously, some stocks will perform 
better than the average and some below average. Dawson(1981) tests whether " There is 
statistically less than five chances in a hundred that these average returns and the 
variation about them would have occurred for a group of stocks which did not change in 
price " in his study. This is the same as testing whether there is a significant change in 
stock prices due to dividend announcements. 
Hypothesis 02: 
Ho: Cumulative Average abnormal return over a period of T days is equal to zero. 
The exact occurrences of information release involve uncertainties. Therefore it is better 
to do a test of the cumulative abnormal returns on a 41 day event window period. This is 
considered appropriate to detect if any unusual movement of the stock prices due to 
announcements within this time period. Doing this type of test to CAAR values which 
helps to know approximately how far back it takes for the stock prices to recognize such 
an event. 
If CAAR has increased during the event period, it can be stated that share price has 
positively responded to announcement and vice versa. Any increase of CAAR on pre 
event window period having a same tendency with significant CAAR or AAR then it can 
be stated as anticipation. Same as if the CAAR have a continuously increasing/decreasing 
pattern from the event day with significance it means that still, share prices of stocks are 
adjusting to the new dividend information which is delayed response. Market response to 
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the n e w information is eff ic ient w h e n the A A R and C A A R h a v i n g a signif icant change 
under s igni f icance test ing on ly o n the announcement day. 
3.4 METHODOLOGY SUMMARY 
A s a w h o l e this chapter def ines the data sample o f the study and the m e t h o d o l o g y used 
for the analys i s o f the data. First sec t ion o f the chapter descr ibes the MPI listed 
c o m p a n i e s , inc luding its c o m p o s i t i o n , se lec t ion criteria etc . T h e n nex t sect ion o f the 
chapter is total ly a l located to the w e l l def ined and w i d e l y u s e d m e t h o d o l o g y , event study 
m e t h o d o l o g y , w h i c h is u s e d in this study to analyze the stock price react ion to div idend 
announcements . 
N e x t chapter is total ly organized according to the steps m e n t i o n e d in this chapter under 
the event study m e t h o d o l o g y . 
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4.0 DATA ANALYSIS 
This chapter explains the data sample by analyzing the price fluctuations of stock prices 
according to dividend announcements on CSE MPI listed companies during the five years 
of time starting from 2005 and the findings of the study. Data were collected from 
Colombo stock exchange data library. First section of this chapter describes the data 
selection criteria and data validation method by eliminating outliers from the available 
data set. Next section presents the descriptive analysis of the data set. Remaining sections 
of this chapter organized with the hypothesis testing and analysis of how the share price 
fluctuates according to the positive, negative and neutral dividend announcements. 
4.1 DATA SELECTION 
Interim and final dividend distributions were identified for the all firms listed on the 
Milanka price index of 2010 quarter 2 over the period 2005 to 2009(including both 
years). Dividend per share data, closing stock prices and MPI data were extracted from 
the Colombo Stock Exchange data library. The companies included in the sample of 
interim and final dividends met the following criteria: 
• Daily share price data were available for the period commencing 20 days prior to 
the dividend announcements date to 20 days subsequent to the dividend 
announcement date. 
• To isolate the dividend information (Mitra and Owners, 1995) firms should not 
have any other concurrently occurred corporate events with in the 40 day 
surrounding event window. Therefore this study avoids those confounding effects 
or other concurrently announced corporate events (such as Bonus issues, Right 
issues) by excluding from the final sample in the 20-day period surrounding the 
dividend announcement date. 
• Observations which have daily share price data on the dividend announcement 
day. 
The initial sample consisted of 149 dividend initiations. However, 09 observations were 
excluded from the sample since dividend initiations were simultaneously announced with 
the confounding events. Also, two observations were deleted due to missing data on the 
announcement day. Basic elimination criteria were displayed in table 4.1. 
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Table 4.1: Basic Elimination Criteria 
Total N u m b e r o f a n n o u n c e m e n t s 149 
D iv idend , b u t missing stock pr ice o n t h e day 02 
C o n f o u n d i n g events 09 
Remaining data po in ts A f t e r r e m o v i n g t h e lost data 138 
4.2 DATA VALIDATION 
The 138 final observations of dividend announcements were selected based on the earlier 
mentioned criteria. Before analyzing the data for stock price fluctuations, it is required to 
exclude the outliers of the data set with the use of Minitab as the statistical analytical 
software. 
Among the 63 positive dividend announcements 12 data points were eliminated as 
outliers. It was difficult task to plot all the data points in one graph therefore two graphs 
were displayed. Figure 4.1 and 4.2 display the part of the eliminated outliers of the 
positive dividend announcements. The majority of the outliers occurred in 2007 which 
was more than 30 per cent (four occurrences). 
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Figure 4.1: Box plot of Positive Dividend announcements - Part A 
0 9 / 9 0 2 9 H . D . H . K PERERA 43 | P a g e 
Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
Boxplot of Positive Announcements 
2 5 0 
2 0 0 
1 5 0 
1 0 0 
5 0 
— i 1 1 1 1 1 1 1 1 1 1 — 
O S E A 0 7 C I C 0 7 D O C K 0 7 HNB06 HNB062 AHPL06 D IST06 A C L 0 6 ACL062 ACL063 NHL06 
Figure 4.2: Box plot of Positive Dividend announcements - Part B 
Figure 4.3 presents the whole sample of 33 data points and outliers of the negative 
dividend announcements. Among the small sample of negative dividend announcements 
nine outliers were eliminated from the sample and resulting sample consisted of 24 
dividend initiations realized by CSE MPI listed companies. Most of the outliers (five 
observations) were from year 2007, three observations from 2006 and one observation 
from year 2005. 
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Figure 4.3: Box plot of Negative Dividend announcements 
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Figure 4.4: Box plot of Neutral Dividend announcements 
Figure 4.4 shows the whole sample of 42 data points and outliers of the neutral dividend 
announcements. Among the small sample of negative dividend announcements 12 
outliers were eliminated from the sample and 30 data points were remain for the study. 
Outlier analysis of year by year can be stated as: two (02) from year 2009, three (03) from 
year 2008, two (02) from year 2007, three (03) from year 2006 and two (02) from year 
2005. 
The resulting sample consisted of 105 dividend announcements with all the pertinent 
cases available for the Colombo Stock market during the examined period. Overall 
elimination criteria were displayed in Table 4.2. 
Table 4 .2: Elimination Criteria 
Total Number of announcements 149 
Dividend, but missing stock price on the day 02 
Confounding events 09 
Remaining data points After remove the loss data 138 
REMOVE OUTLIERS 
Positive Announcements 12 
Negative Announcements 09 
Neutral Announcements 12 
Remaining data points for study 105 
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Table 4.3: Dividend Announcements and their portfolios 
Portfolio Number % of Total 
Positive (Good) ' 5 1 4 9 % 
Negative (Bad) 24 23% 
No Change (Neutral) 30 28% 
Total 105 100% 
Comparing these results with the observed results in the literature pertaining to dividend 
announcements in other countries was similar in some other markets. According to the 
Frederic Romon's (1996) study which stated that 68% of sample was positive 
announcements in French market while Australian market figure of positive 
announcements were 58% in Dummy and Tull's (2007) study. Same type of result was 
available from the Oslo stock market study done by Capstaff et al (2004) which stated 
56% of the sample was positive dividends. 
4.4 DESCRIPTIVE STATISTICS 
The sample is made of 25 industrial and commercial companies quoted on the CSE, 
distributing interim and final dividends in year between 2005 January and 2009 
December. A breakdown of the sample companies according to industrial sectors 
displayed in Table 4.1. According to the figures in the below table the highest average 
dividend was paid in the Trading sector, followed by the Construction & Engineering and 
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4.3 PATTERNS IN DIVIDEND ANNOUNCEMENTS 
This section examines the patterns in dividend announcements. The remaining 105 points 
were categorized into three portfolios which were tabulated in table 4.3. The classification 
was based on the Aharony and Swary (1980) the naive 'no change' expectations model, 
where the expectation is based on prior dividend. For the sample of 105 dividend 
announcements, 51 are positive dividend announcements, 24 are negative announcements 
and 30 are unchanged (neutral) announcements. According to the below table nearly half 
of the announcements were positive which means they have paid high amount of dividend 
to stakeholders than last year. 49% of the sample was positive and 28% of the sample was 
no change dividend announcements therefore this results show a high degree of stability 
of the market because the dividend cut amount was considerably low than other two 
categories. 
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I n d u s t r y N o o f % o f F i rms 
Classi f icat ion F i rms 
Banks, F inance & Insurance (BFI) 10 4 0 % 
Hote ls & Trave ls (H&T) 2 8% 
H e a l t h Care (H&C) 1 4 % 
Land & P r o p e r t y (L&P) 1 4 % 
P o w e r & Energy(P&E) 1 4 % 
C h e m i c a l s & P h a r m a c e u t i c a l s ( C & P ) 1 4 % 
C o n s t r u c t i o n & Eng ineer ing(C&E) 1 4 % 
Trad ing(TRD) 2 8 % 
Beverage , F o o d & Tobacco(BFT) * 1 4 % 
Divers i f ied (D IV) 2 8% 
M a n u f a c t u r i n g ( M F G ) 2 8 % 
T e l e c o m m u n i c a t i o n s ( T L E ) 1 4 % 
Total 25 100% 
4 5 % 
4 0 % 
3 5 % 
3 0 % 
2 5 % 
2 0 % 
15% 
10% 
5% 
0 % 
Industry Classification 
a. H 
I I — r ~ ^ r n , n 
1 ns 
H J J _ 
^ ^ & $ & & 4S ^ # 
I % f i r m s 
Figure 4.5: Industry Classification of MPI as a percentage 
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Banks, Finance & Insurance sectors. The highest dividend was paid in the Trading sector 
and lowest in the Health Care sector. In the Power and Energy sector no company has 
announced dividends during sample period. 
Industry sectors were based on the Colombo stock exchange industry classification. This 
sample is a good proxy for overall CSE market in terms of the distribution by industry. 
Descriptive statistics of the sample according to industry classification are shown in Table 
4.4. 
Table 4.4: Industry Classification of MPI 
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Table 4.5: Dividend distribution of sample companies listed on CSE, MPI 
Industry Maximum Minimum Average 
Classification Dividend per Dividend per Dividend per 
share(Rs.) share(Rs.) share(Rs.) 
Banks, F inance & I n s u r a n c e (BFI) 6.75 0.5 2.66 
Hote ls & T r a v e l s ( H & T ) 2 1 1.25 
H e a l t h Care (H&C) 0 .07 0.07 0.07 
t a n d & P r o p e r t y ( L & P ) 0.5 0.3 0.4 
P o w e r & Energy (P&E) - - -
Chemica ls & P h a r m a c e u t i c a l s ( C & P ) 3.0 0.5 1.95 
C o n s t r u c t i o n & Eng ineer ing (C&E) 7.0 0.8 3 .04 
Trading(TRD) 17 .20 0.4 5.2 
Beverage , F o o d & Tobacco(BFT) 2.25 0.5 1.19 
Divers i f ied(DIV) 2.0 1.0 1.125 
M a n u f a c t u r i n g ( M F G ) 4 .0 0.5 2.15 
T e l e c o m m u n i c a t i o n s ( T t E ) 0.55 0.38 0.49 
According to the Table 4.5 the highest average dividend was paid in the Trading sector, 
followed by the Construction & Engineering sector. The highest dividend was announced 
in the Trading sector and the lowest dividend was announced by the Health Care sector. 
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4.5 STOCK MARKET REACTION T O DIVIDENDS 
To examine the effect of dividend announcements, average abnormal returns and 
cumulative abnormal returns were calculated for the three dividend categories: Positive, 
Negative and Neutral . To test null hypothesis of C A A R and AAR, t-test were calculated 
for each category. 
4.5.1 POSITIVE DIVIDEND ANNOUNCEMENTS REACTION 
This section presents and analyses the results of share price reactions to positive dividend 
announcements by calculating average abnormal returns and the cumulative abnormal 
returns for the 41 event window period. 
4.5.1.1 AVERAGE ABNORMAL RETURNS 
Table 4.3 displays the price reaction to positive dividend announcements by calculating 
the A A R measured by the market-adjusted returns model and raw returns model with the 
corresponding t-values for event period(from day -20 to +20 day). As observed in table 
4.3 , in between the event period there was a mixture of a positive and negative trend of 
abnormal returns where no extract pattern could be observed. On the announcement day 
(t=0), the A A R measured by the aforementioned models is 0.93, 0.98 per cent 
respectively. There was a significant abnormal stock return on the announcement day of 
0 .93% (t-value 2 .6161, significant at the 5 % level using the two tail t-statistics) in M A A R 
model and 0 .98% (t-value 2 .6861, significant at the 1% level using the two tail t-
statistics) in Raw returns model. Therefore this market reaction implies that market 
absorb the good news information of the firm and react positively to dividend increase 
announcements. This means that hypothesis 0 1 : Hio of Effect of Good News 
Announcements rejected for positive dividend announcements category in both models. 
Rejecting null hypothesis results the positive dividend announcements provide stronger 
signal to the market. 
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Table 4.6: CAAR and AAR results for the positive dividend announcements 
N = 5 1 M a r k e t - Ad jus ted M o d e l Raw Returns M o d e l 
Days AAR t -stat ist ics CAAR AAR t -stat ist ics CAAR 
-20 -0 .0041 -1 .2698 -0 .0041 -0 .0024 -0 .8132 -0 .0024 
-19 0 .0018 0 .5586 -0 .0023 0 .0049 1.2464 0.0025 
-18 0 .0080 1.5217 0.0057 0.0067 1.0997 0 .0092 
-17 -0 .0017 -0 .5936 0 .0040 0.0002 0 .0946 0 .0094 
-16 -0 .0003 -0 .0894 0.0037 0 .0008 0 .2611 0 .0102 ; 
-15 0 .0009 0.2575 0.0046 0 .0025 0 .7130 0.0127 
-14 0 .0045 1.9209* 0 .0091 0 .0053 i ^ s e * 0 .0180 : 
-13 -0 .0020 -0 .6657 0 .0071 0 .0010 0 .2803 0 .0189 
-12 0 .0029 1.1570 0 .0101 0 .0036 1.5801 0 .0225 
-11 0 .0020 0.5157 0 .0120 0 .0028 0 .7620 0 .0253 
-10 0 .0057 1.4353 0 .0178 0 .0081 1.5537 0 .0334 
-9 0 .0012 0.3352 0 .0189 0 .0025 0 .7295 0 .0359 
-8 0 .0080 1.8754* 0 .0269 0 .0048 1.0053 0 .0406 
-7 0 .0046 1.3128 0.0316 0 .0010 0 .2174 0 .0416 
-6 -0 .0022 -0 .7028 0 .0294 0 .0013 0 .3865 0 .0429 
-5 0 .0004 0 .1171 0.0297 0 .0016 0 .4640 0.0445 
-4 0 .0077 1.6559 0 .0374 0 .0085 1.7014* 0 .0530 
-3 -0 .0035 -1 .1771 0.0339 -0 .0011 -0 .3266 0 .0519 
-2 0 .0019 0 .7980 0 .0358 0 .0024 0 .9142 0 .0543 
-1 0 .0010 0 .3953 0 .0368 -0 .0004 -0 .1495 0 .0540 
0 0.0093 2 .6161* * 0.0460 0.0098 2 . 6 8 6 1 * * * 0.0637 
1 -0 .0001 -0 .0184 0 .0460 -0 .0039 -1 .0358 0 .0598 
2 0 .0042 1.5563 0 .0501 0 .0030 1.1720 0 .0629 
3 0 .0034 0 .6573 0.0535 0 .0024 0 .4623 0 .0653 
4 0 .0019 0 .6663 0 .0554 -0 .0003 -0 .1294 0 .0650 
5 -0 .0008 -0 .2599 0 .0546 -0 .0018 -0 .6133 0 .0631 
6 -0 .0010 -0 .3181 0 .0536 -0 .0036 -0 .9966 0 .0596 
7 -0 .0022 -0 .7413 0 .0513 -0 .0045 -1 .4524 0 .0550 
8 0 .0020 0 .7258 0 .0533 0 .0011 0 .3431 0 .0561 
9 0 .0013 0 .2646 0.0546 0.0007 0 .1595 0 .0568 
10 -0 .0012 -0 .3856 0 .0534 0 .0010 0 .3299 0 .0579 
11 0 .0020 0 .5156 0 .0554 0 .0021 0 .5263 0 .0600 
12 -0 .0009 -0 .3346 0.0545 -0 .0024 -0 .8333 0 .0576 
13 0 .0031 0 .9466 0.0575 0 .0021 0 .6169 0 .0596 
14 - 0 0 P 6 0 -2 .4416** 0 .0516 -0 .0032 -1 .2442 0 .0564 
15 0 .0029 1.2242 0 .0545 0 .0010 0 .4071 0 .0574 
16 -0 .0023 -0 .3963 0 .0521 -0 .0024 -0 .4060 0 .0551 
17 0 .0048 2 .3751** 0 .0570 0.0025 1.0436 0 .0576 
18 -0 .0008 -0 .3954 0.0562 -0.0018 -0 .8738 0 .0558 
19 -0 .0001 -0.0277 0 .0561 -0 .0007 -0 .2865 0 .0550 
20 0 .0014 0 .5594 0 .0575 0 .0022 0 .8551 0 .0572 
Note: Table displays the average abnormal returns, cumulative abnormal returns for the sample 51 
firms for 41 days around the dividend announcement (day 0). Daily abnormal returns are calculated 
employing the market-adjusted model and raw return model. *, ** *** donates significant levels at 
10, 5, 1 respectively. 
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Throughout the 41 days event period, there was a significant change in stock prices due to 
positive dividend announcements. These days were -14, -8 , 0, 14, 17(refer table 4.6). 
According the figure 4.7 there was an increase of average abnormal returns from day -17 
to -14 in both models , which may be occurs due to the availability of the dividend 
announcement information to the market before the announcement. There was a clear 
downward trend can be seen in day 2 to day 7 in both models which was nearly drop of 
5 0 % in Market adjusted-returns model and 3 0 % drop in raw returns model . This seems 
that market has negatively reacted to the positive dividend announcement after 2days of 
the announcement. But the end of the event period there was a positive reaction for the 
announcement from day 18. 
Average Abnormal Returns of Positive Announcements 
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Figure 4.7: AAR surrounding the announcements of positive dividend announcement category 
using market-adjusted model and raw returns model 
As in figure 4.7 there was a significant abnormal return on the dividend announcement on 
day 0. This evidence suggested that dividend announcement have an important 
informational content. With understanding of this result, this study can find out how the 
average abnormal returns were reacting on the dividend announcement date. As shown in 
table 4.7, 5 7 % (29 out of 51) of the events have positive average abnormal returns on the 
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Table 4.7: Direction of AR around positive dividend announcement day: MAAR 
Direction Day(-l) Day(0) Day(+1) 
Count % Count % Count % 
Positive 3 0 ~ 59 2 9 " 57 21 41 
Negative 21 41 22 43 30 59 
Total 51 100 51 100 51 100 
For the raw returns model it is clearly shown that there was a positive direction of average 
abnormal returns on announcement day, because 69% of the events have positive returns 
on the day 0. Table 4.8 shows the results. Pre announcement day majority of AR was 
positive (59%) however on the post announcement day majority of AR was negative 
(59%). This states that raw returns model results also in line with the results of Market-
adjusted return model. Therefore this means that investors were overreacted to the 
announcement and they may have the information of the announcement before the 
announcement day. 
Table 4.8: Direction ofAR around positive dividend announcement day: Raw-returns model 
Direction Day(-l) Day(0) Day(+1) 
Count Count % Count % 
Positive 28 55 35 69 22 43 
Negative 23 45 16 31 29 57 
Total 51 100 51 100 51 100 
4.5.1.2 CUMULATIVE ABNORMAL RETURNS 
Results gained from table 4. 6 indicate that investors gain value from the dividend 
announcements. Evidence depicts that CAAR had risen from -0.41% on day -20 to a level 
of 4.6% on the day of dividend announcement. Further this gained value has increment on 
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announcement date, while 43% of the events have negative abnormal returns for market-
adjusted model. There was majority of the positive AR (59% -Positive, 41% -Negative) 
on the day before the announcement day while day after the announcement day having 
majority of negative AR(59% -Negative, 41% -Positive).This result conveys an 
interesting message which implies even positive and negative events are fairly evenly 
distributed, the overall market reaction is positive on pre-announcement day and 
announcement day. 
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Table 4 . 9 : t-test over difference intervals of cumulative average abnormal returns ofpositive 
dividend announcement 
Interval CAAR t - t es t 
M a r k e t - A d j u s t e d Raw Returns M a r k e t - A d j u s t e d Raw Returns 
Returns Returns 
Days t = - 2 0 t o + 2 0 0 .0575 0 .0572 2 . 7 9 0 6 * * * 2 . 8 2 3 2 * * * 
i Days t = - 1 0 t o + 1 0 0 .0413 0 .0326 2 . 5 1 7 9 * * 1 . 8 7 3 9 * 
Days t = - l t o + 1 0 .0102 0 .0055 1.1278 0 .5259 
!
 Days t = - 2 0 t o - 1 0 .0368 0 .0540 2 . 4 5 3 0 * * 4 . 5 4 6 7 * * * 
Days t = - 1 0 t o 0 0 .0247 0 .0384 2 . 2 5 4 8 * 2 . 7 1 7 1 * * 
D a y s t = - l t o 0 0 .0103 0 .0094 1 .1349 0 . 9 8 2 1 
Days t = 0 t o + 1 0 .0092 0 .0059 1.0179 0 .5632 
D a y s t = 0 t o + 1 0 0 .0166 0 .0039 1.5065 0 .3055 
Days t = + l t o + 2 0 0 .0115 -0 .0059 1.0027 -0 .6126 
Note: Table displays the cumulative average abnormal returns and t-test for the sample 51 firms for 
41 days around the dividend announcement (day 0). Cumulating average abnormal returns are 
calculated employing the market-adjusted model and raw return model. *, **, *** donates significant 
levels at 10, 5, 1 respectively. 
A t-test of the CAAR on different intervals was executed and whole event period (-20, 
+20) was statistically significant at 1% on both models. Therefore the null hypothesis was 
rejected for whole period. Nonetheless, when a t-test of the CAAR on a specified event 
period is executed, the results shown in table 4.9 which displayed that the CAAR for days 
t=-20 to -1 and t=-10 to t=-l are the only periods (except whole period) found to be 
significant where increasing dividend announcements are associated with a positive 
cumulative average abnormal returns of 3.68%, 2.47% with associate with t-values of 
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the day 20 to 5.75% after some price fluctuations during the post announcement period 
for market-adjusted model. In raw returns model similar types of results were visible 
during the event period. It started with a CAAR value of 0.24% and rose up to 6.37% but 
that value was lost during the post announcement period until last day (day 20). 
Daily cumulative average abnormal returns in different intervals surrounding the dividend 
announcement day and t-test over those different intervals for both market-adjusted 
model and for raw returns model shows in table 4.9. For both pre- and post-
announcement periods, the CAR was positive in both models. Moreover the days very 
close to dividend announcement day such as before the announcement day and after 
announcement day event windows CAR values were close to the zero. In both model 
values of (-1, 0) was closer to the zero than the (0, +1) duration. 
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2.4530 and 2.2548. Those two pre-announcement periods (-20,-1) (-10, 0) were 
statistically significant at 5% and 10% in market adjusted model and significant at 1% 
and 5% in raw returns model respectively. Therefore null hypothesis was rejected and this 
result suggests that within this pre-announcement period there have been some market 
reaction to dividend announcements. This can be resulted because the dividend 
information was available to the market before the announcement date and therefore it 
was not surprise information to the market when companies announced the positive 
dividends. However overall time period CAAR value was statistically significant at 1% 
level and that can be happen because pre-announcement period stock returns perform 
better than the average. 
Cumulative Abnormal Returns of Positive 
Announcements 
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Figure 4.8: CAR surrounding the announcements of positive dividend announcement category 
using market-adjusted model and raw returns model 
Figure 4.8 presents how the cumulative abnormal returns were vary within the 41 days 
window for market-adjusted return model and raw returns model. Both shows that CAR 
values were increasing during the time period but the pre-announcement period was over 
reacted than post announcement period. This model results tends to suggest that investors 
may have overreacted to the dividend announcement. The evidence is generally in line 
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with the dividend irrelevance hypothesis of Miller and Modigliani (1961). Therefore both 
returns models findings show that investors lost more value in the ex-dividend period 
than the value gained in the pre-dividend period. 
4.5.2 NEGATIVE DIVIDEND ANNOUNCEMENTS REACTION 
This section describes the corresponding share price reaction to the interim and final 
negative dividend announcements by calculating average abnormal returns and the 
cumulative abnormal returns for the 41 event window period. 
4.5.2.1 AVERAGE ABNORMAL RETURNS 
The results for the negative average abnormal returns were presented in the table 4.10. 
For the event period of -20 to +20 day A A R and C A A R were calculated using market-
adjusted return model and raw returns models. On the announcement day (t=0) the A A R 
for market-adjusted model and raw returns model were -0.20,-0.53 respectively. There 
were no significant values on the announcement day in both models . Therefore in this 
negative dividend announcement category hypothesis H20 could not be rejected because 
no statistically significant share price reaction was observed on the announcement day. 
Therefore this result imply the negative announcements do not convey any new 
information to the market that convey the message of the price movement for 
announcements classified as 'Negative Announcements ' does not result in negative 
relative movements in share prices. 
On the event day average abnormal return was negative but very first day after the 
announcement day was statistically significant with A A R value 0 .75% (t-value -2.8902, 
significant at the 5 % level using the two tail t-statistics). According to the table 4.5 a 
significantly different from zero result occurred at days t=-12, -2 , +1 and +11 and these 
days reveal that the A A R are significantly different from zero at the 9 9 % and 9 5 % 
confidence level with a t-value of 2.0683, -2.8902, 2.0879 and -1.8654 respectively. 
According to the values of the below table it shows that there was an immediate response 
to the announcement in before the announcement date and after the announcement date 
but not on the announcement date. 
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N = 24 M a r k e t - Ad jus ted M o d e l Raw Returns M o d e l 
Days AAR t-stat ist ics CAAR AAR t -stat ist ics CAAR 
-20 0 .0088 1.0968 0 .0088 0 .0060 0 .6854 0 .0060 
-19 -0 .0025 -0 .2791 0 .0062 0 .0057 0 .6675 0.0117 
-18 0 .0012 0 .1944 0.0075 0 .0065 1.1833 0 .0182 
-17 -0 .0018 -0 .6574 0.0057 -0 .0002 -0 .0575 0 .0180 
-16 0 .0064 1.3009 0 .0121 0 .0104 2 .0615** 0 .0284 
-15 0 .0053 0 .9038 0 .0174 0.0077 1.2907 0 .0361 
-14 - 0 0 0 0 2 -0 .0703 0 .0171 -0 .0017 -0 .3343 0 .0344 
-13 0 .0028 0 .8363 0 .0199 -0 .0034 -0 .8278 0 .0310 
-12 0 .0094 2 .0683** 0 .0294 0 .0083 1.5291 0 .0393 
-11 -0 .0009 -0 .1766 0.0285 0 .0031 0 .9650 0 .0424 
-10 0 .0005 0 .0978 0 .0290 -0 .0039 -0 .6110 0 .0385 
-9 -0 .0012 -0 .2311 0 .0278 0.0027 0 .4221 0 .0412 
-8 0 .0090 1.2474 0.0367 0 .0090 1.0564 0 .0502 
-7 -0 .0005 -0.1135 0.0362 -0 .0001 -0 .0097 0 .0502 
-6 -0 .0039 -0 .6111 0 .0323 -0 .0049 -0 .6426 0 .0452 
-5 0 .0039 0 .9250 0.0362 -0 .0029 -0 .5072 0 .0423 
-4 0 .0018 0 .4626 0 .0379 0 .0042 0 .9018 0 .0464 
-3 0 .0034 0 .6564 0 .0413 0 .0079 1.3167 0 .0543 
" -2 -0 .0099 -2 .8902*** 0 .0314 -0 .0111 -2 .2248** 0 .0432 
-1 0 .0012 0 .3996 0.0327 0 .0002 0 .0513 0 .0434 
0 -0.0020 -0.4962 0.0307 -0.0053 -1.2052 0.0381 
1 0 .0075 2 .0879** 0.0382 0 .0076 1.7038 0.0457 
2 0 .0041 0 .8744 0 .0422 0 .0005 0 .0965 0 .0463 
3 -0 .0054 -1 .3683 0 .0368 -0 .0047 -0 .6455 0 .0415 
4 0 .0010 0 .2468 0 .0378 -0.0015 -0 .3572 0 .0400 : 
5 -0 .0297 -1.2507 0 .0081 -0 .0310 -1 .3035 0 .0090 
6 0 .0003 0 .0624 0 .0084 0 .0008 0 .1663 0 .0098 
7 0 .0024 0 .5949 0.0108 -0 .0017 -0 .3825 0 .0081 
8 0 .0068 1.0859 0 .0176 0 .0041 0 .5723 0 .0122 
9 0 .0012 0 .3432 0 .0188 0 .0019 0 .4773 0 .0141 
10 -0 .0006 -0 .1373 0.0182 0 .0062 1.3230 0 .0203 . 
11 -0 .0080 -1 .8654* 0.0102 -0.0076 -1 .5538 0.0127 
12 -0 .0041 -1 .2924 0 .0061 -0 .0081 -2 .5260** 0 .0046 
13 0 .0027 0 .9206 0.0088 -0 .0032 -0 .7205 0 .0014 
14 -0 .0067 -1 .5360 0.0022 -0 .0111 -2 .0292* -0 .0097 : 
15 0 .0075 1.5834 0.0096 0 .0061 1.1808 -0 .0037 
! 6 0 .0022 0.5127 0.0118 0 .0000 0 .0033 -0 .0037 
17 0 .0006 0 .1524 0 .0124 -0 .0007 -0 .1473 -0 .0044 
18 -0.0025 -0 .5246 0 .0099 0 .0024 0 .6488 -0 .0020 
19 0 .0033 1.1301 0.0132 0 .0040 0 .9751 0 .0020 
20 -0 .0028 -0 .7317 0 .0104 -0 .0002 -0 .0671 0 .0018 
N o t e : Table displays the cumulative abnormal returns, cumulative abnormal returns for the sample 
24 firms for 41 days around the dividend announcement (day 0). Cumulative abnormal returns are 
calculated employing the market-adjusted model and raw return model. *, ** *** donates significant 
levels at 10, 5, 1 respectively. 
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Table 4.10: CAR and AAR results for the negative dividend announcements 
Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
Average Abnormal Returns of Negative 
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Figure 4.9: AAR surrounding the announcements of negative dividend announcement category 
using market-adjusted model and raw returns model 
Even though there is no significant event return on the announcement day but most of the 
stocks on the announcement day were negative returns. As shows in table 4.11 market-
adjusted model shows 54% of events are negative average abnormal returns while 46% of 
events were positive AR. Day before the announcement date AR direction also same as 
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Figure 4.9 presents the price movement during the 41 days around the announcement day 
according to the market-adjusted return model and the raw return model. As observed in 
below figure, in between the event period there was a mixture of a positive and negative 
trend of abnormal returns where no extract pattern could be observed. However there was 
a downward trend shown between +8 to +11 days in market adjusted model while raw 
returns model shows a downward trend between +10 to +12 days. And the end of the 
event period market adjusted model shows similar kind of decreasing abnormal return 
pattern. This states that market takes some time to absorb the information and reacts 
slowly for the negative announcements. However over the 41 days event period the AAR 
experiences a loss of 60% in MAAR and 58%) in Raw returns model. 
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Table 4 .11: Direction of AR around negative dividend announcement day: MAAR 
Direction Day(-l) Day(0) Day(+1) 
Count % Count % Count % 
Positive 09 37.5 10 46 13 54 
Negative 15 62.5 14 54 11 46 
Total 24 100 24 100 24 100 
For the raw returns model it clearly shows that there was a negative direction of average 
abnormal returns on announcement day because 5 4 % of the events have negative returns 
on the day 0. However there were considerable amount of zero abnormal returns in Raw 
returns model . As shown in table 4.12, results were in line with the table 4.11 results. 
There was a majority of negative abnormal returns on pre announcement day (42%) and 
on the announcement day (54%) but not on the post announcement day. 
Table 4.12: Direction of AR around negative announcement day: Raw-returns model 
Direction Day(-l) Day(0) Day(+1) 
Count % Count % Count % 
Positive 07 29 05 21 11 46 
Negative 10 42 1 3 " 54 09 37 
Neutral 07 29 06 25 04 17 
Total 24 100 2 4 " 100 24 100 
4.5.2.2 CUMULATIVE ABNORMAL RETURNS 
As shown in table 4.13 the C A A R at day -20 started with positive value of 0.88%, 0.6% 
in market-adjusted returns and raw returns models had slowly rose to 3.07%, 3 . 8 1 % on 
the announcement day. However there was a downward trend after the announcement 
which ended the event period (20 days after the announcement date) with the values of 
1.04%, 0 .18% in market-adjusted returns and raw returns models. 
A t-test over different intervals of CAAR was performed for both market-adjusted model 
and for raw returns model reported in table 4.5. For the pre-announcement period (-20,-1) 
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announcement day results, meaning that 62 .5% are negative while post announcement 
results were different from these two days because on the day (+1) having majority of 
positive announcements . Therefore overall market reaction was negative on the 
announcement day and pre announcement day but not on the post announcement day for market-
adjusted model. 
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Table 4.13: t-test over difference intervals of CAAR of negative dividend announcements 
Interval CAAR t-test 
Market-Adjusted Raw Returns Market-Adjusted Raw Returns 
Returns Returns 
Days t=-20 to +20 0.0104 0.0018 0.2536 0.0387 
Days t=-10 to+10 -0.0103 -0.0222 -0.2914 -0.5834 
Days t=-l to +1 0.0067 0.0026 0.8696 0.2751 
Days t=-20 to -1 0.0327 0.0434 1.6706 1.7843* 
Days t=-10 to 0 0.0022 -0.0043 0.1439 -0.2275 
Days t=-l to 0 -0.0008 -0.0051 -0.3352 -0.9631 
Days t=0 to +1 0.0055 0.0024 0.7169 0.2554 
Dayst=0to+10 -0.0145 -0.0231 -0.4514 -0.6930 
Days t=+l to +20 -0.0125 -0.0363 -0.3894 -0.9793 
Note: Table displays the cumulative average abnormal returns and t-test for the sample 24 firms for 
41 days around the dividend announcement day. Cumulating average abnormal returns are calculated 
employing the market-adjusted model and raw return model. * donates significant levels at 10. 
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the C A A R was positive in both models and the post-announcement period (+1 to +20) the 
C A A R values were negative in both models. Moreover the days very close to dividend 
announcement day such as before the announcement day and after announcement day, 
CAR values were close to the zero. In both model, values of ( -1 , 0) were closer (0 .08%, 
0.51%>) to the zero than the (0, +1) duration values (0 .55%, 0.24%). And the pre 
announcement day values were negative while post announcement day values were 
positive in both models . 
As resulted in table 4.13 except day t=-20 to -1 period (significant at 10%, t-value=1.7843 
in raw returns model) others were not statistically significant. Therefore null hypothesis 
that the C A A R over a period of T days is equal to zero is not accepted for pre event 
period and that suggests within this pre-announcement period there have been some 
market reaction to dividend announcements. But in the post-announcement period null 
hypothesis was accepted which means negative dividend announcements do not convey 
any new information. But for the whole period null hypothesis was accepted because 
there was no statistically significant behavior. 
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Figure 4.10: CAR surrounding the announcements of negative dividend announcement category 
using market-adjusted model and raw returns model 
Figure 4.10 presents the reaction of cumulative abnormal returns of share prices to the 
negative dividend announcements over 41 days for market-adjusted return model and raw 
returns model. Both shows that CAR values were increasing during the t ime period but 
the pre-announcement period was over reacted than post announcement period. There was 
a nearly 3 0 % of drop of C A A R values in both models on day 4. After that drop there was 
an upward trend of C A A R values until day 10 in both models but that gained value again 
loosed during day ten to fourteen. This CAAR results tends to suggest that investors may 
have overreacted to the negative dividend announcement, the evidence generally 
consistent with the dividend irrelevance hypothesis of Miller and Modigliani (1961). 
Therefore both returns models findings show that investors lost more value in the ex-
dividend period than the value gained in the pre-dividend period. 
4.5.3 NEUTRAL DIVIDEND ANNOUNCEMENTS REACTION 
This section presents and analyses the results of share price reactions to neutral dividend 
announcements by calculating average abnormal returns and the cumulative abnormal 
returns for the 41 event window period. 
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N = 30 Market - Adjusted Model Raw Returns Model 
Days AAR t-statistics CAAR AAR t-statistics CAAR 
-20 0 .0077 1.0640 0.0077 0 .0072 1.0011 0 .0072 
-19 -0 .0048 -1 .9868* 0.0029 -0 .0017 -0 .7378 0 .0055 
-18 -0 .0048 -1 .5871 -0 .0019 -0 .0016 -0 .4662 0 .0039 
-17 0 .0024 0 .7021 0 .0004 0.0022 0 .6568 0 .0060 
-16 0 .0061 1.0737 0.0065 0 .0079 1.4196 0 .0140 
' -15 0 .0031 0 .9923 0.0097 0 .0023 0 .6235 0 .0163 
-14 -0 .0022 -0 .4300 0 .0075 
: 0 . 0 0 1 1 -0 .2406 0 .0152 : 
-13 0 .0059 1.6712 0 .0134 0 .0056 1.3073 0 .0208 
0 .0063 1.2006 0.0198 0 .0053 0 .9814 0 .0261 
-11 0 .0000 -0 .0127 0.0197 0 .0013 0 .4741 0 .0274 
-10 -0 .0037 -0 .7184 0 .0161 0 .0003 0 .0646 0.0277 
-9 0 .0047 0 .9213 0 .0208 0 .0083 1.4454 0 .0360 
' "8 0 .0012 0 .3396 0 .0220 0 .0018 0 .3731 0 .0378 i 
-7 -0 .0026 -0 .7964 0 .0194 0 .0034 0 .6544 0 .0412 
-6 0 .0012 0 .4544 0.0205 0 .0038 1.3237 0 .0450 : 
-5 0 .0060 2 .1734** 0.0266 0.0112 2 .1268** 0 .0562 
' . 4 " 0 .0016 0.5109 0.0282 -0 .0008 -0 .2620 0 .0554 ; 
-3 0 .0017 0 .6281 0.0298 0.0007 0 .2142 0 .0561 
-2 0 .0071 1.3377 0 .0369 0 .0093 1.5228 0 .0653 
-1 -0 .0020 -0 .5013 0 .0350 -0.0017 -0 .4148 0 .0636 
0 0.0002 0.0972 0.0352 0.0005 0.1911 0.0641 
1 -0 .0017 -0 .3963 0.0335 -0 .0048 -1 .0469 0 .0593 
2 0 .0059 1.5852 0 .0394 0 .0043 1.0883 0.0637 
3 0 .0002 0 .0682 0 .0396 -0 .0047 -1 .0179 0 .0589 
4 0 .0011 0 .3012 0.0407 0 .0006 0 .2004 0 .0595 
5 0 .0049 1.7545* 0.0457 -0.0019 -0 .4319 0 .0576 
6 -0 .0147 -1.0355 0.0309 -0 .0176 -1 .2245 0 .0401 
7 -0 .0024 -0.6527 0.0286 -0 .0018 -0 .3954 0 .0382 
8 -0 .0018 -0.4645 0 .0268 0 .0044 1.1507 0 .0426 
9 0 .0013 0 .3248 0 .0280 0 .0040 0 .6318 0 .0466 
10 0 .0004 0 .1053 0.0284 0 .0004 0 .1114 0 .0471 
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4.5.3.1 A V E R A G E A B N O R M A L RETURNS 
In contrast to the results presented for the n o change d iv idend announcements , no 
particular pattern can be detected o n these announcements . Th i s is a lmos t s imilar w i th 
other t w o portfol ios: pos i t ive and negat ive d iv idend announcement s , there ex i s t s a m i x o f 
downward and upward trends during the 41 days event period. Therefore null hypothes i s 
for neutral d iv idend announcement category, 'H30: The relative price movement for 
announcements classified as 'Neutral Announcements' does not have a different mean 
that the population of relative price movements in share prices' cou ld not be rejected for 
this portfolio b e c a u s e n o statistically s ignif icant share price react ion w a s observed o n the 
announcement date i m p l y i n g that neutral announcements d o not c o n v e y any n e w 
information to the market. 
Table 4.14: CAR and AAR results for the Neutral dividend announcements 
Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
11 0 .0047 1.1678 0 .0331 0 .0116 1 .6981* 0.0587 
12 0 .0025 0 .6149 0.0357 0 .0061 1.1627 0 .0648 
13 -0 .0008 -0 .3350 0.0349 0 .0001 0 .0402 0 .0649 
I 4 0.0048 0 .9674 0.0397 0 .0026 0 .4515 0 .0675 
15 -0 .0009 -0.3419 0 .0388 -0 .0024 -0 .6800 0 .0651 
16 -0 .0039 -1 .0253 0 .0349 -0 .0043 -1 .0315 0 .0609 
17 0 .0070 1.6314 0.0419 0 .0016 0 .5491 0 .0625 
18 -0 .0035 -1 .0179 0 .0384 -0 .0041 -1-9252* 0 .0584 
19 0 .0021 0 .7833 0.0405 0 .0056 1.5062 0 .0639 
20 -0 .0026 -0 .9102 0 .0379 0 .0015 0 .4790 0 .0655 
N o t e : Table displays the daily average abnormal returns, cumulative abnormal returns for the 
sample 30 firms for 41 days around the dividend announcement (day 0). Average abnormal 
returns are calculated employing the market-adjusted model and raw return model. * **, *** 
donates significant levels at 10, 5, 1 respectively. 
According to the data displayed in the table 4.14, no particular pattern can be detected and 
this is similar to the results reported on negative dividend announcements. Both portfolios 
have the large drop of average abnormal returns on day 05 in negative announcements 
and on day 06 in neutral dividend announcement category. This drop was available in 
both returns models for negative and neutral announcements. Average abnormal returns 
started with value of 0 .77% on 20 days before the announcement and throughout the 41 
days event window period this value dropped to 0 .26% even though it displays upward 
downward trends during the time period. Finally in the 20 days after the announcement 
date it was a loss from market-adjusted returns model. Results are similar from raw 
returns model which shows event window started with value of 0 .72% and window ended 
up with 0 .15% value indicate nearly a drop of 57%. 
The daily average abnormal returns on each event day t were not significantly different 
from zero except for days t= -19, -5 and 5 with t-values -1.9868, 2.1734, 1.7545 in 
market adjusted returns model and from raw returns model the significant dates were t= -
5, 11 and 18 with t-values 2.1268, 1.6981, 1.9252 respectively. This result implies that 
there was a significant change in stock returns due to neutral dividend announcements on 
particular days. Figure 4.11 displays how the average abnormal returns of stocks changes 
during the 41 event window period. 
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Figure 4.11: AAR surrounding the announcements of no change dividend announcement category 
using market-adjusted model and raw returns model 
Figure 4.11 presents the price movement during the 41 days around the announcement 
day according to the market-adjusted return model and the raw return model . As observed 
in above figure, in between the event period there was a mixture of a positive and 
negative trend of abnormal returns where no extract pattern could be observed. However 
there was a downward trend shows between +11 to +15 days in market adjusted model 
and raw returns model. And the end of the event period over the 41 days event period the 
A A R experiences a loss of 5 1 % in M A A R and 5 7 % in Raw returns model. 
Even though there is no significant event return on the announcement day but most of the 
stocks on the announcement day were positive returns. As shown in table 4.15, on the 
announcement day 53%) and after the announcement day 5 4 % majority of the AR were 
positive but the pre announcement day majority of AR was negative(60%). Therefore this 
result stated that overall market reaction was positive on the announcement day and after 
the announcement day in market adjusted model. 
Table 4.15: Direction of AR around neutral announcement day: Market-adjusted model 
Direction Day(-l) Day(0) Day(+1) 
Count % Count % Count % 
Positive 12 40 16 53 19 54 
Negative 18 60 14 47 11 46 
Total 30 100 30 100 30 100 
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As shown in table 4.16, majority of the event (60%) have positive returns on the 
announcement day. That means, in general investors prefer current income even though 
the dividend rate was remained same as in the previous year. But the post announcement 
day majority values were negative 57%. 
Table 4.16: Direction of AR around neutral announcement day: Raw returns model 
Direct ion D a y ( - l ) Day(0) Day(+1) 
Count % Count % Count % 
Positive 17 57 18 60 13 43 
Negative 13 4 3 12 4 0 17 57 
Total 30 100 30 100 30 100 
4.5.3.2 CUMULATIVE ABNORMAL RETURNS 
Results gain from table 4.17 indicates that overall event window period was statistically 
significant in both models at 10%, 5%. Therefore the C A A R over the period of T days is 
equal to zero is not accepted. On the average, there is a significant change in stock 
changes due to the neutral dividend announcements. A significantly different from zero 
results occurred at intervals (-20,-1) and (-10, 0) and C A A R are statistically different 
from zero at the 90%, 9 5 % and 9 9 % confidence level in respective intervals. Both 
intervals were in pre-announcement period. The results suggest that neutral dividend 
announcements were associated with positive abnormal returns. 
Table 4.17: t-test over difference intervals of CAAR for neutral dividend announcements 
Interval CAAR t - tes t 
M a r k e t - A d j u s t e d Raw Returns M a r k e t - A d j u s t e d Raw Returns 
Returns Returns 
Days t=-20 to +20 0.0379 0.0655 1.4243* 2.0468** 
Days t=-10 t o + 1 0 0.0087 0.0110 0 .4216 0.4344 
Days t=-l to +1 -0 .0034 -0.0060 -0 .9268 -1.2185 
; Days t=-20 to -1 0 .0350 0.0636 2 .1656** 3.8724*** 
Days t=-10 to 0 0.0155 0.0281 1.3719* 1.9670* 
I Days t=-l toO -0.0017 -0.0012 -0 .60793 -0.7033 
Days t=0 to +1 -0.0015 -0.0043 -0 .86784 -0.9126 
Dayst=0to+10 -0.0066 -0.0166 -0 .38801 -0.8242 
Days t=+l to +20 0.0027 0.0014 0.1301 0.0528 
Note: Table displays the cumulative average abnormal returns and t-test for the sample 30 firms for 
41 days around the dividend announcement (day 0). Cumulating average abnormal returns are 
calculated employing the market-adjusted model and raw return model. * ** *** donates 
significant levels at 10, 5, 1 respectively. 
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Figure 4.12: CAR surrounding the announcements of neutral dividend announcement category 
using market-adjusted model and raw returns model 
4 . 6 OVERALL DISCUSSION: BEHAVIOR O F DIVIDEND CATEGORY 
The behavior of C A A R of dividend increase, decrease and no change samples are shown 
in figure 4.13 for the better overall understanding. There was a significant positive A R on 
the announcement day only for positive dividend announcements which is in an 
agreement with the hypothesis: higher the dividend increases higher the level of positive 
response. Whereas more statistically significant A R around day -2 and +1 , and -12, +11 
after and before a certain period of time in dividend decrease sample providing evidence 
to accept hypothesis, market reacts higher level of negative response to higher dividend 
decrease. As shown in both figures there was a significant drop of share values in 
dividend decrease category from the day four. Market takes this negative information as a 
0 9 / 9 0 2 9 H . D . H . K PERERA 65 | P a g e 
As displayed in figure 4.12 there was a positive reaction in pre-announcement period for 
the neutral dividend announcement and which is not smoothly continues in post 
announcement period. In the post announcement period there was a 0.19% of drop in raw 
returns model and 0.16%o drop in the market-adjusted model on day six. But the end of the 
event window period there was an increasing cumulative abnormal return in both models. 
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Figure 4.13: CAAR surrounding the announcements for all three categories using MAAR 
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Figure 4.14: CAAR surrounding the announcements for all three categories using raw returns 
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negat ive s ignal o f the future inves tments and they react negat ive ly . That market reaction 
w a s m u c h more than to d iv idend increase. D i v i d e n d neutral a n n o u n c e m e n t s do not s h o w 
any s ignif icant A R o n the day but there w a s an increasing trend o f A R in the end o f the 
event period. Dur ing the pre announcement period and post a n n o u n c e m e n t period there 
w a s only o n e s ignif icant event for per each sect ion . H o w e v e r during the overall period, 
there w a s an increas ing trend o f C A A R , w h i c h had impl ied that investors take this 
d iv idend n o c h a n g e m e s s a g e as g o o d n e w s in their point o f v i e w . Figure 4 .13 and 4 . 1 4 
s h o w s the C A A R variation during the 41 event w i n d o w period from Market adjusted 
mode l and R a w returns m o d e l respect ively . 
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4.7 DATA ANALYSIS SUMMARY 
This chapter d i s c u s s e d the data sample o f the study w h i c h w a s co l l ec ted from C o l o m b o 
stock e x c h a n g e data library. T h o s e data first val idated w i t h the r e m o v i n g outliers o f the 
data set and then categor ized into three portfol ios according to the d iv idend 
announcements n a m e d pos i t ive , negat ive and neutral categories . Th i s portfol io se lect ion 
done according to the na ive expectat ion m o d e l o f Aharnony and S w a r y ( 1 9 8 0 ) . 
Then the average abnormal returns and the cumulat ive abnormal returns were calculated 
for the each d iv idend announcement around 41 days us ing market-adjusted return m o d e l 
and raw returns m o d e l . T h o s e calculated price returns w e r e tested us ing the hypothes is . 
Main ly there w e r e t w o hypotheses , those w e r e d e v e l o p e d for cumulat ive average 
abnormal returns and the average abnormal returns further sub h y p o t h e s i z e d according to 
the three portfol ios . T h e results o f the hypothes i s test descr ibe that null hypothes i s o f 
pos i t ive d iv idend a n n o u n c e m e n t s for both average abnormal returns and cumulat ive 
abnormal returns w e r e rejected, null hypothes i s o f negat ive d iv idend announcements for 
both average abnormal returns and cumulat ive abnormal returns w e r e not rejected and 
null hypothes i s o f neutral d iv idend announcements for average abnormal returns w a s not 
rejected and cumulat ive abnormal returns w a s rejected. 
The next chapter w o u l d d i s c u s s the conc lus ions and r e c o m m e n d a t i o n o n the results o f the 
study. 
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5.0 CONCLUSIONS AND RECOMMENDATIONS 
This study examines stock price reactions and the dividend announcements relationship 
between the Milanka price index listed companies in Colombo stock exchange over the 
five years time 2005-2009 (including both years). The 149 data sample was validated by 
removing outliers, confound events and missing stock prices within the event window (41 
days). Remaining 105 data points were categorized into three portfolios positive, negative 
and neutral announcements according to their dividend payment. 
The analysis relies on well accepted event study methodology and expected returns were 
estimated employing two of the most commonly used models: market-adjusted model and 
raw returns model. Hypotheses were tested for each portfolio for cumulative abnormal 
returns and average abnormal returns. The results derived from the analysis of these 
hypotheses are discussed in the first section of this chapter. Then results of the study are 
compared with the corporate finance theories as well as with previous studies results. 
Finally the chapter concludes with the limitations of the study and guidelines for the 
further research. 
5.1 MAJOR FINDINGS 
Major findings of the study can be described according to three portfolios as well as for 
the two returns: average abnormal returns and cumulative abnormal returns. 
(i) Sri Lankan market responses to announcement of dividends 
Results of the hypothesis test of the positive announcements can be described as null 
hypothesis of positive dividend announcements for both average abnormal returns and 
cumulative abnormal returns were rejected while other two portfolios results can be stated 
as null hypothesis of negative dividend announcements for both average abnormal returns 
and cumulative abnormal returns were not rejected and null hypothesis of neutral 
dividend announcements for average abnormal returns is not rejected and cumulative 
abnormal returns is rejected. 
Summary of the hypothesis test is shown in table 5.1. 
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T a b l e 5 .1: Hypothesis test summary 
N u l l H y p o t h e s i s : AAR N u l l H y p o t h e s i s : CAAR 
Positive Dividend announcement Rejected Rejected 
Negative Dividend Announcement Accepted Accepted 
Neutral Dividend announcement Accepted Rejected 
There is a statistically s ignif icant abnormal return o n stock prices for pos i t ive div idend 
announcement category o n the d iv idend announcement day. Therefore rejecting null 
hypothes i s o f average abnormal returns for pos i t ive a n n o u n c e m e n t s m e a n s the price 
m o v e m e n t for a n n o u n c e m e n t s c lass i f ied as 'Pos i t ive A n n o u n c e m e n t s ' d o e s result in 
pos i t ive relative m o v e m e n t s in share prices . H e n c e this result o f the study clearly s h o w s 
that there is a market react ion to the pos i t ive d iv idend announcements . E v e n though null 
is rejected, w h e n c l o s e analys i s o f the cumulat ive abnormal returns for the 41 day event 
w i n d o w is d o n e wi th different intervals, it s h o w s that on ly pre -announcement period has 
the signif icant va lues but not the post announcement period. Th i s m a y h a v e b e e n because 
o f the d iv idend information is avai lable to the market before the announcement . That 
m e a n s there m a y be leaked out o f information to the market before the event . A s a result 
o f that p e o p l e h a v e the information o f c o m i n g d iv idend a n n o u n c e m e n t s and they buy the 
share in large amount result ing in h igh share price returns before the announcement . E v e n 
w h e n the c o m p a n y m a k e s the d iv idend announcement , it m a y not be a surprise for the 
larger category o f the market, but peop le were not aware o f it w o u l d buy shares, still it is 
not as substantial as in the pre-announcement period. Therefore it s e e m s that market has 
overreacted in pre announcement period than the post announcement period. 
For the negat ive d iv idend announcement , null hypothes i s o f average abnormal returns for 
this category i s accepted . This m e a n s that the price m o v e m e n t for announcements 
c lass i f ied as ' N e g a t i v e A n n o u n c e m e n t s ' d o e s not result in negat ive relative m o v e m e n t s in 
share prices . H o w e v e r there is a statistically s ignif icant share price behavior o n the day 
after the d iv idend announcement and one day before the a n n o u n c e m e n t day. This means 
information leaked out to the market before the a n n o u n c e m e n t and s o m e o f the 
c o m p a n i e s w h o got the information reacted early to it before the announcement . A n d also 
it m a y be that investors took s o m e t ime to absorb the a n n o u n c e m e n t to react. A n a l y z i n g 
the cumulat ive abnormal returns wi th different intervals s a m e as the pos i t ive 
0 9 / 9 0 2 9 H . D . H . K PERERA 69 | P a g e 
Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
0 9 / 9 0 2 9 H . D . H . K PERERA 70 | P a g e 
announcements, there is a significant abnormal behaviors occurred in pre-announcement 
period which means information of the dividend announcement is available to the market 
before the announcement. 
For the neutral dividend announcement category null hypothesis of average abnormal 
return is accepted. This means that the relative price movement for announcements 
classified as 'Neutral Announcements ' does not have a different mean that the population 
of relative price movements in share prices. But the cumulative share price returns null 
hypothesis is rejected because the C A A R over the period of T days is not equal to zero. 
Same as other two categories there is a statistically significant share price reaction on pre-
announcement period. 
On the announcement day firm direction results can be stated as follows. In positive 
announcement and neutral announcement categories, most of the companies show 
positive share price reaction on the announcement day while negative dividend 
announcement category shows the negative share price reaction on the announcement 
day. So this means companies reacted to the dividend announcement on the 
announcement day. 
From the above findings of the market reaction to dividend announcements supports the 
informational content of the dividend hypothesis, namely that the changes in annual cash 
dividends provide information about the changes in managers ' assessments of future 
estimates of the firm. 
(ii) Market response vary with the direction of the dividends 
The market reacts noticeably to the dividend announcements and it is vary with the 
dividend increases, decrease and no change. This study results clearly show that dividend 
increases coupled with the high positive responses. Therefore it is an agreement with the 
proposition that higher the dividend increases larger the positive response. This indicates 
that the dividend increases signals the managers ' expectation regarding the firm's future. 
More than 57%, 6 9 % of the abnormal returns are in positive direction for the both M A A R 
and raw returns models on the positive dividend announcement day. That means some 
investors of the market expose their liking to obtained current income rather than 
uncertain future capital gains disregarding the direction of dividend announcement. 
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Dividend decreases sample also come up with providing evidence to accept the 
proposition that higher the dividend decrease larger the dividend decrease. This dividend 
decrease announcements signal the manager ' s pessimistic anticipation of the firm's future 
prospects. 
Neutral dividend sample does not show a significant response on announcement day. 
However there is a positive (increasing) trend of cumulative abnormal returns on the 
window period. Therefore this announcement is neither "good nor bad" news but market 
taken it as positive. Thus this signals the managers ' indifference regarding the firm's 
future prospects. 
(iii) Effect of information availability before dividend declares 
In all the categories there were positive C A A R on pre announcement period. For the 
positive announcements pre announcement period ( -20 , -1) sample was significant at 5 % 
and 1 % respectively for market adjusted model and raw returns model . For the negative 
announcements there was a significant return for raw returns model on pre-announcement 
period. Same as other two categories, neutral announcements also have the significant 
cumulative abnormal returns on pre announcement period for both models . Therefore 
effect of information available before it actually declares is significant on pre 
announcement period. 
This upcoming dividend announcement information is available from 
• Close association of market participants with company official and by having 
access to the information regarding the potential dividend increase decision of the 
director board 
• Market participants have ability to access the information which has already been 
transmitted to the CSE but before they announced it to public 
• Analysis of stock brokers and predictors rough forecast reports which suggests the 
potential dividend increase, decrease or no change 
• Publications and media interviews of stock market researchers and analysts about 
the tendency of dividend announcements 
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• Some participants of the market have ability to forecast the dividend information 
from the information they got from the firms by making close relationship with 
the firms 
It is very difficult to discriminate the impact of the earlier mentioned occurrences and 
they results unexpected or earlier responses for the events with help of available 
information. From the results of the study there is significant behavior on the pre 
announcement period and which means information is available to the investors before 
the announcement day from the above mentioned methods. As a result of that people have 
the information of coming dividend announcements and they buy the share in large 
amount resulting in high share price returns before the announcement. When company 
announces the dividend announcement it may not come as a surprise for the larger 
category of the market, but people were not aware of it may buy shares, but this is not as 
substantial as the pre-announcement period. Therefore it seems that market has 
overreacted in pre announcement period than the post announcement period with the help 
of this pre available information. 
(iv)Market take some to time absorb the information 
After analyzing the results of the all three categories there were some occurrences which 
reacted to the dividend announcements lately. In the positive dividend category there is a 
significant reaction on day 14 and day 17, in negative category late reaction on day 11, 
12, 14 while neutral announcement shows significant reaction on day 5, 11, 18 in both 
models. This delay response may be due to 
• A potentially inherent characteristic of slow response of the investors ' behavior in 
CSE. 
• In any market there exists a very sensitive group of investors who react to these 
announcements quickly. Other investors follow that sensitive group because of 
their lack of awareness of the market information. 
• A delay in distributing the official publications S M D of CSE. Although this 
dividend news is available in the CSE web site, the investors who do not have the 
internet connections and high literacy rate may not receive the announcements 
quickly. Some investors are not coupled with stock brokers therefore they may not 
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get the information from any brokers as well. Thus these types of investors 
respond to the events lately. 
By understanding the late reply of the Sri Lankan stock market, some investors may 
acquire shares after the dividend announcements and sell them at a higher price 
subsequently. Therefore this slow response has the possibility of generating abnormal 
returns. 
(v) Market efficiency for dividend announcements 
Sri Lankan stock market does not exhibit semi-strong form of market efficiency for 
dividend announcements as publicly available information does not reflect current share 
prices and thus investors get abnormal returns due to dividend increase, decrease and no 
change announcements both on announcement day as well as subsequent days. There 
were statistically significant abnormal returns that partially adjust to the information 
which takes considerable t ime before the price completely reflects the dividend 
information implying either a delay of disseminating the information, access of insider 
information, overreaction of group of people and there may have instances of correctly 
used public information to do the forecast. All these facts indicate that there is a 
considerable information context in Sri Lankan stock market but they react differently to 
the dividend increase, decrease and neutral announcements. As a result of this, concludes 
that results do not support the semi-strong form of market efficiency. 
5.2 COMPARISON O F RESULTS WITH CORPORATE FINANCE THEORIES 
As for Jensen ' s free cash flow hypothesis the results of positive dividend announcements 
of Colombo stock exchange MPI listed companies during the t ime period supports the 
theory prediction because the stock prices of the companies categorized into positive 
dividend announcement category are increased according to the unexpected positive 
dividend announcement. This is because the management has less free cash flow to invest 
in projects that provide negative net present value. Therefore Jensen ' s cash flow theory is 
true for the positive dividend announcement category. This study results are aligned with 
the Litzenberger (1989), Charest(1978) because stock returns are negative when the 
company cuts the dividend and are positive when the dividend is increased. 
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Considering the Cash flow signaling theory developed by Bhattacharya (1979, 1980), 
John and Will iams (1985), and Miller and Rock (1985) results are consistent with the 
examined results of this study stock market reaction to decreasing dividend 
announcements. Their suggestion was in a world of information asymmetry, an 
announcement of a decrease in dividends may signal a pessimistic message with respect 
to company 's future cash flow. Investors in the CSE seem to associate decreasing 
dividend announcements with the negative abnormal returns and dividend increases are 
associated with positive price reaction. Therefore this result is in absolute line with the 
implications of Cash flow signaling theory in predicting the sign of abnormal returns as shown 
in table 5.2. 
Easterbook (1984) and Jensen (1986) had come up with agency theory which is based on 
agency conflicts between management and shareholders. Management is interested in 
increasing their power by allowing the firm to grow as large as possible. This gives them 
an incentive to waste free cash flow by investing on unprofitable projects. Dividends can 
mitigate this problem by reducing the free cash flow available to management and forcing 
management to submit itself to the discipline of the financial markets. Therefore the 
market reacts positively to the positive dividend announcements and in other two 
categories they react positively in some time after. This means market needs some time to 
absorb the information and agency theory also holds for positive dividend announcements 
and for other two in some time after. 
However in all three dividend categories: positive, negative and neutral in pre-
announcement periods there is statistically significant stock price returns in both market-
adjusted return model and raw returns model. This result tends to suggest that investors 
may have overreacted to the dividend announcement, the evidence generally consistent 
with the dividend hypothesis of Miller and Modigliani (1961). Therefore both returns 
models findings show that investors lost more value in the ex-dividend period than the 
value gained in the pre-dividend period. Accepting information content of dividend 
hypothesis means the changes in annual cash dividends provide information about the 
changes in managers ' assessments of future estimates of the firm. 
As mentioned in earlier paragraphs there are several theories have documented in 
financial literature which concern the relationship of dividend announcements and stock 
returns. Table 5.2 shows the implication of those corporate finance theories in predicting 
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T h e o r y D i v i d e n d A n n o u n c e m e n t Expec ted Price e f fec t 
Cash Flow Signaling Theory/ Increases Positive Price effect 
Information Content Decreases Negative price effect (signal 
Hypothesis current and/or future cash 
flows) 
Jensen's Free Cash Flow Increase Positive Price effect 
Hypothesis decrease Negative price effect (signal 
changes in investment policy) 
; Agency Cost Theory Decrease Negative price effect(misuse 
of funds) 
5.3 COMPARISON O F RESULTS WITH PREVIOUS STUDIES 
Various scholars have contributed empirical support for thus theoretical hypothesis. 
Initially Fama, Fisher, Janson and Roll(1969) have examined the share price response to 
dividend announcements and suggested that significant amount of information is 
conveyed by changes in dividends. Petit(1972) found that very dramatic responses were 
reported when dividends were reduced or increased. Aharony and Swary(1986) examined 
in early days how the market respond to the dividend increase, decrease and no change. 
He found that increase sample having the positive abnormal returns, decrease sample 
having negative abnormal returns. All these early studies results are aligned with this 
study results but they may vary with the impact level of the abnormal returns. 
The empirical results for all three dividend categories provide evidence consistent with 
previous works on other markets. This study's results as well as two other previous 
studies done for the Sri Lankan stock market by Dissabandara(2001) and 
Gunasekara(2005) confirms that information content of dividend hypothesis support for 
Sri Lankan context but it is lower than that of previous evidence shown in Petit(1972) and 
Aharony and Swary(1980). It is observed that Sri Lankan market participants do not 
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the sign of abnormal returns associated with the dividend increase, decrease and no 
change announcements. 
Table 5.2: Implications of Corporate Finance Theories in predicting the sign of abnormal returns 
associated with the dividend announcements 
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instantly stimulate to the dividend information, as the price adjustment process is slower 
in the CSE than the developed markets like U . S . , U.K etc. 
When Oslo stock exchange results are compared against our results, both results are same 
for positive dividend announcement category. There is an significant abnormal return 
existing on the dividend announcement day of 0.76 %,(t-value = 4.29, significant at the 
1% level) in Oslo market while our study shows 0.93%,(t-value = 2. 6 1 , significant at the 
5 % level). Therefore these market reactions imply that increase in dividends release 
positive information about the firm. This result is similar to US studies referred to in 
DeAngelo et al. (1996) study over the 21 days event period, their study C A A R value 
significant of 1.5% at 5 % level. Therefore signaling theory is stronger in some extent. 
Compare with Nur Haiu et al. (2002) study results with our study, there had a negative 
price reaction after the positive dividend announcement but within the (-1,0) event period 
C A A R associated with a positive value of 1.82% (t-value = 3.46, significant at the 1% 
level) which suggests that only within these two days market have been react to the 
dividend announcements. That means Malaysian study results are not align with our 
results in positive category. For the French market the work of Frederic Romon(1996) 
results are align with our results with the significant positive abnormal returns on the 
announcement day. 
Sri Lankan market is somewhat different from the U S A market because we have the 
significant delayed response to the announcements, which is confirmed by the current 
study as well as earlier two studies done for the SL market by Dissabandara(2001) and 
Gunasekara(2005). However Aharony and Swary(1980) and Chew and Liang(1993) 
studies for U S A market do not confirm the same results thus differ from our market 
results. 
Abdullah, Rashid and Ibrahim (2002) study results decreasing dividend announcements 
are associated with a significant positive cumulative returns in the Malaysian stock 
market which is not tally with the results reported in U.S, U.K and our results also. 
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5.4 RECOMMENDATIONS 
• Dividend payment is purely a corporate financial decision of the firm. If 
companies pay dividends that should be for signaling information to the investors. 
Managers observe that firm prospects are growing and appearing to be 
sustainable, they commit to periodic cash out flow in the form of dividends. 
Managers need to wait for the suitable time to initiate the dividends. Generally 
companies may initiate dividends to attract new investors, to act proactively to 
assure existing investors who concerned about agency problems as the firm 
generates increasing amount of excess cash that it may not have opportunities to 
invest and to signal that firms are acting in the interest of investors. Therefore 
companies/ managers should be able to use this signaling device effectively to 
signal their future earnings prospects to the market. 
Even though the companies signal their future direction through the dividend 
announcements, investors should have ability to absorb this information correctly 
and they should have ability to gain this advantage in order to get benefit from 
their investment. Dividend changes convey managerial assessments about the 
current and future performance of the firms to outside investors or deal with 
wasteful managerial behavior by eliminating available discretionary free cash 
flows to managers. Hence if company announce the increases in their current 
dividend payments it can be taken as an improvement in their current and future 
firm performance while decrease in current dividend payment can be taken as a 
deterioration of the f irm's current and future firm performance while the 
companies pay the same dividend as before can be taken as only achieve normal 
performance. Therefore investors should have ability to identify these alternations 
in dividend payments and should have capacity to absorb the hidden information 
of the dividend signals in order to get the maximum profit from their investments. 
This kind of studies can be used by some market participants such as researchers, 
practitioners, stock brokers and investors who have an interest in firms listed on 
the CSE, for the purpose of proper strategic decision making. They can be use 
these public availability results to predict, forecast the investor behavior of Sri 
Lankan stock market to the market events more accurately ir 
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5.5 LIMITATIONS O F THE STUDY 
As with any research this study also has some limitations. First, the study is limited to an 
analysis of the Colombo Stock exchange for five-years (2005-2009) period and only 
includes dividend announcements made by way of announcements to the stock market. 
Secondly, this study not takes into all the listed companies in CSE which only consider 
only the 25 most liquid stocks weighted on market capitalization, listed as Milanka price 
index. Therefore the dividend announcements of those companies only count for this 
study. The manners in which these announcements are classified by the CSE represent the 
mechanism adopted in a purely Sri Lankan context. Researchers who may wish to 
replicate this study using data from other stock exchanges will have to take into 
consideration that the transparency required by their market regulators for their own 
markets. 
5.6 FUTURE DKECTION FOR RESEARCH 
While this research has demonstrated that there exists a market reaction for the positive, 
negative and neutral dividend announcements of the firm. Further this study has found 
how the Sri Lankan stock market reacts to the Signaling, Agency cost, free cash flow and 
behavioral theories of the market reaction to dividend initiations. These observed market 
reaction for the dividend announcements reflects by the firm specific factors. Therefore 
this remains further work to be done concerning the effects of these firm attributes such 
as firm reputation, investment opportunity set, operating risk, intensity of monitoring, 
information environment, dividend clienteles and market anticipation on abnormal 
returns. These firm specific characters can be measures by using Market to Book Ratio, 
Earning Change, Earning Volatility, percentage of stocks held by institutions, firm size, 
dividend yield, pre announcement CAR as a proxy for each character respectively by 
doing a regression analysis. These proxies are determinants of abnormal returns in order 
to better capture the complexity of investor behavior surrounding corporate 
announcements. 
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A P P E N D I X - A : DIVIDEND ANNOUNCEMENTS (2005-2009) 
Following table contains the dividend announcements of the Milanka Price Listed 
companies during 2005-2009(including both years) complete set of data that was used in 
the analysis. 
Year C o m p a n y Rate & Remarks A n n o u n c e m e n t Date 
2009 AHPL-N-0 Final Dividend Of Rs.1.00 Per Share 13-May-09 
AHPL-N-0 Interim Dividend Of Rs. 1.00 Per Share 31-Mar-09 
CIC-N-0 Final Dividend Of Rs.1.00 Per Share l -Jun-09 
COMB-N-0 Final Dividend Of Rs.4.00 Per Share 4-Mar-09 
COMB-N-0 First Interim Dividend Of Rs.1.50 Per Share 25-Sep-09 
COMB-N-0 Second Interim Dividend Of Rs.1.50 Per Share 25-Nov-09 
DFCC-N-0 First & Final Dividend Of Rs.5.00 Per Share 28-May-09 
DIST-N-0 First & Final Dividend Of Rs.2.25 Per Share 21-Aug-09 
DOCK-N-0 First & Final Dividend Of Rs.7.00 Per Share 17-Feb-09 
HNB-N-0 Final Dividend Of Rs.3.00 Per Share 24-Feb-09 
HNB-N-0 R s . 1 . 5 0 Per Share Interim Dividend 22-Oct-09 
HNB-N-0 Rs. 1.50 Per Share Interim Dividend 28-Oct-09 
JINS-N-0 Interim Dividend Of Rs.2.00 Per Share 29-Oct-09 
JKH-N-0 Second Interim Dividend Of Rs.1.00 Per Share 28-Jan-09 
JKH-N-0 Final Dividend Of Rs.1.00 Per Share 4-May-09 
JKH-N-0 First Interim Dividend Of Rs.1.00 Per Share 30-Oct-09 
LLUB-N-0 First Interim Dividend Of Rs.3.50 Per Share l l - M a y - 0 9 
LLUB-N-0 Rs. 4 .00 Per Share Third Interim Dividend 19-Oct-09 
LLUB-N-0 Second Interim Dividend Of Rs.3.50 Per Share ' 23-Jun-09 
MBSL-N-0 First & Final Dividend Of Rs.1.00 Per Share 20-Feb-09 
NDB-N-0 Final Dividend Of Rs.6.75 Per Share 18-Feb-09 
NTB-N-0 First & Final Dividend Of Rs.1.50 Per Share 18-Feb-09 
OSEA-N-0 First & Final Dividend Of Rs.0.40 Per Share 12-Feb-09 
SAMP-N-0 First & Final Dividend Of Rs.4.00 Per Share 25-Feb-09 
2008 ACL-N-00 Rs.0.50 Per Share - Interim 29-Aug-08 
AHPL-N-0 Rs.1.00 Per Share - Interim 12-Feb-08 
AHPL-N-0 Rs.2.00 Per Share - Final 22-May-08 
CIC-N-00 Rs.6.50 Per Share - Interim 6-Feb-08 
CIC-N-00 Rs.0.50 Per Share- Interim 28-Oct-08 
CIC-N-00 Rs.1.00 Per Share - Final 22 -May-08 
COMB-N-0 Rs. 1.50 Per Share 17-Nov-08 
COMB-N-0 Rs.1.50 Per Share - Interim 6-Aug-08 
COMB-N-0 Rs. 2 .50 Per Share, Final 28-Jan-08 
DFCC-N-0 Rs.5.00 Per Share-Final 5-Jun-08 
DIAL-N-0 Rs.0.55 Per Share - Final 21-Apr-08 
DIST-N-0 Rs. 1.75 Per Share-Final l -Sep-08 
DOCK-N-0 Rs.3.00 P/S-Firs t 2 1 - F e b - 0 8 " 
HNB-N-00 Rs. 1 Per Share 28-NOV-08 
HNB-N-00 Rs.3.50 P/S - First & 18-Feb-08 
JKH-N-00 Rs. 1.00 Per Share Interim 2-Oct-08 
JKH-N-00 Rs. 1.00 Per Share-3rd 10-Mar-08 
JKH-N-00 Rs.1.00 Per Share - Final 22-May-08 
JKH-N-00 Rs.2.00 Per Share - 2nd 30-Jan-08 
LLUB-N-0 Rs. 2 .50 Per Share 20-Oct-08 
LLUB-N-0 Rs. 4 . 0 0 Per Share-Second 25-Jul-08 
LLUB-N-0 Rs.3.00 Per Share - Final 2-May-08 
LLUB-N-0 Fourth Interim Dividend Of Rs.1.00 Per Share 16-Dec-08 
MBSL-N-0 Rs.1.00 Per Share - Final 27-Mar-08 
NDB-N-00 Rs.6.00 Per Share - Final 17-Mar-08 
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NTB-N-00 Rs . l .OOP/S-First & 5-Mar-08 
OSEA-N-0 Rs 0 .50 Per Share - Final 24-Mar-08 
PABC-N-0 Rs.0.75 Per Share - Final 26-Mar-08 
SAMP-N-0 Rs.3.00 Per Share - Final 19-Mar-08 
SEYB-N-0 Rs. 1.50 Per Share - Final 15-May-08 
2007 ACL-N-00 Rs.3.50 P/S - Second Interim 17-Sep-07 
AHPL-N-0 10% Interim Dividend 5-Mar-07 
AHPL-N-0 Rs. 1/= Per Share-Final 6-Jun-07 
BRWN-N-0 Rs. 17 .20 P/S First 27-Aug-07 
CIC-N-00 12.5% Interim Dividend 22-Jan-07 
CIC-N-00 Rs. 0 .75 Per Share-Final 22-May-07 
COMB-N-0 Rs.1.50 P/S - 2nd Interim 14-NOV-07 
COMB-N-0 Rs.1.50 P/S -Third Interim 4-Dec-07 
COMB-N-0 35% Fin Dividend 2-Feb-07 
COMB-N-0 Rs. 1.50 Per Share - Interim 15-Aug-07 
DFCC-N-0 45% Interim Dividend l -Mar-07 
DFCC-N-0 5% Final Dividend l -Jun-07 
DIAL-N-0 55% First & Fin Dividend l l - A p r - 0 7 
DIST-N-0 Rs. 1.55 Per Share - Interim 17-Sep-07 
DOCK-N-0 30% First And Final Dividend 15-Feb-07 
HNB-N-00 25% Final Dividend 19-Feb-07 
JKH-N-00 10% 2 Interim 5-Mar-07 
JKH-N-00 Rs. 1/= Per Share-Final 4-Jun-07 
JKH-N-00 Rs. l Per Share - Interim 13-NOV-07 
LLUB-N-0 25% Fourth Interim Dividend 19-Dec-06 
LLUB-N-0 20% First interim Dividend 25-Apr-07 
LLUB-N-0 Rs. 4 .00 P/S - Third Interim 29-Oct-07 
LLUB-N-0 Rs.3.50 P/S - Fourth Interim 17-Dec-07 
LLUB-N-0 Rs. 3 / - Per Share 2nd 16-Jul-07 
MBSL-N-0 10% First & Final Dividend 9-Mar-07 
NDB-N-00 50% First And Final Dividend 20-Mar-07 
NHL-N-00 Rs. 0 .07 Per Share - Final 16-Aug-07 
NTB-N-00 10% 1 & Final Dividend 23-Feb-07 
OSEA-N-0 3% First And Final Dividend 19-Jan-07 
RICH-N-0 Rs. 0 .50 (Cents Fifty) 5-Jun-07 
SAMP-N-0 25% First & Final Dividend 30-Mar-07 
SEYB-N-0 Rs.1.50 Per Share-First 18-May-07 
2006 ACL-N-00 20% Interim Dividend 27-Jun-06 
ACL-N-00 5 % Final Dividend 21-Sep-06 
ACL-N-00 30% Interim 6-Dec-06 
AHPL-N-0 1 0 % Final Dividend 26-May-06 
AHPL-N-0 10% Interim Dividend 14-Feb-06 
BRWN-N-0 20% First & Final Dividend 18-Sep-06 
CIC-N-00 2 6 . 5 % Final Dividend 23-May-06 
CIC-N-00 1 7 . 5 % / R s 1.75 Per 8-Mar-06 
COMB-N-0 30% Final Dividend 10-Mar-06 
COMB-N-0 15% Interim Dividend 30-Oct-06 
DFCC-N-0 60% First & Final Dividend 29-May-06 
DIAL-N-0 38% First &Final Dividend 10-Apr-06 
DIST-N-0 60% First & Final Dividend l l - O c t - 0 6 
DOCK-N-0 8% 1st & Fin Dividend 23-Feb-06 
HNB-N-00 20% Final Dividend 17-Feb-06 
HNB-N-00 25 % Interim Dividend 17-Nov-06 
JKH-N-00 10% Second Interim Div 6-Mar-06 
JKH-N-00 10 % Final Dividend 26-May-06 
JKH-N-00 10% Interim Dividend 27-Oct-06 
KHL-N-00 15 % First And Final Dividend 24-May-06 
LLUB-N-0 15% First Interim Dividend 15-Mar-06 
LLUB-N-0 2 0 % Third Interim Dividend 19-Oct-06 
LLUB-N-0 35% Second Interim Dividend 2-Aug-06 
MBSL-N-0 7.5% First & Final Dividend 10-Feb-06 
NDB-N-00 60% Final Dividend 16-Mar-06 
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NHL-N-00 5% Interim Dividend 22-Feb-06 
RICH-N-0 15% First And Final Dividend ;'" 29-May-06 
SAMP-N-0 5% Second And Final Dividend 6-Mar-06 
SEYB-IM-0 20% First & Final Dividend • 13-Jun-06 
2 0 0 5 ACL-N-00 15% Interim Dividend l - S e p - 0 5 
AHPL-N-0 10% First And Final Dividend l l - M a y - 0 5 
BRWN-N-0 20% First And Final Dividend 29-Sep-05 
CIC-N-00 17.5% Interim Dividend ' 15-Feb-05 
CIC-N-00 30% Final Dividend 25-May-05 
COMB-N-0 40% Final Dividend 28-Jan-05 
COMB-N-0 15% Interim Dividend 27-Oct-05 
DFCC-N-0 55% First And Final Dividend 1I.LI 27 -May-05 
DIST-N-0 50% First And Final Dividend 29-Sep-05 
DIST-N-0 50% First And Final 16-Dec-04 
DOCK-N-0 20% First & Final Dividend 25-Feb-05 
GREG-N-0 20% First And Final Dividend " ' 30-Sep-05 
HNB-N-00 15% Final Dividend 21-Feb-05 
HNB-N-00 20% Interim Dividend 10-Nov-05 
JKH-N-00 10% Final Dividend 31-May-05 
JKH-N-00 10% Second Interim Dividend l -Mar-05 
JKH-N-00 10% Interim Dividend 31-6ct-05 
KHL-N-00 15% First And Final Dividend , : 31-May-05 
LLUB-N-0 20% Second Interim Dividend 13-Sep-05 
LLUB-N-0 40% Third Interim Dividend 16-Dec-05 
LLUB-N-0 20% Final Dividend 24-Feb-05 
LLUB-N-0 17.5% Interim Dividend 20-Jun-05 
MBSL-N-0 5% First & Final Dividend 15-Feb-05 
NDB-N-00 60% First & Final Dividend 15-Mar-05 
RICH-N-0 15% (Tax Free) Interim 28-Mar-05 
RICH-N-0 ; 20% Final Dividend : 27 -May-05 
SAMP-N-0 5% Second And Final Dividend 3-Mar-05 
SAMP-N-0 15% Interim Dividend 30 -Nov-05 
SEYB-N-0 16% First And Final Dividend 28-Apr-05 
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Following table contains the part of the data set which includes daily closing prices of 
companies around the dividend announcement day with the length of 41 day event 
window. Complete data set were little bit lengthy therefore attached the part of the data 
from 2009. Closing Price (CP) figures represent the price in Sri Lankan Rupees. Dividend 
announcement date data row is bold and highlighted in the data table. 
2 0 0 9 
AHPL AHPL COMB COMB COMB 
DATE CP DATE CP DATE CP DATE CP DATE CP 
6-Apr-09 2 6 . 2 5 26-Feb-09 2 8 . 0 0 29-Jan-09 9 6 . 0 0 25-Aug-09 147 .00 26-Oct-09 181 .25 
7-Apr-09 2 7 . 5 0 27-Feb-09 28 .00 30-Jan-09 9 5 . 5 0 26-Aug-09 147 .00 27-Oct-09 180 .00 
8-Apr-09 2 7 . 0 0 2-Mar-09 2 7 . 7 5 2-Feb-09 9 3 . 0 0 27-Aug-09 150 .25 28-Oct-09 179 .50 
15-Apr-09 2 8 . 5 0 4-Mar-09 26 .25 3-Feb-09 9 0 . 0 0 28-Aug-09 150 .00 29-Oct-09 177 .50 
16-Apr-09 2 9 . 0 0 5-Mar-09 26-25 5-Feb-09 8 8 . 5 0 31-Aug-09 1 5 0 . 7 5 3 0 - 0 c t - 0 9 176 .25 
17-Apr-09 2 8 . 5 0 6-Mar-09 27 .25 6-Feb-09 8 8 . 0 0 l -Sep-09 150 .00 3-NOV-09 173 .50 
20-Apr-09 3 0 . 0 0 9-Mar-09 2 7 . 0 0 10-Feb-09 9 0 . 2 5 2-Sep-09 151 .00 4-Nov-09 1 6 7 . 0 0 
21-Apr-09 2 9 . 5 0 l l - M a r - 0 9 27 .50 l l - F e b - 0 9 9 3 . 0 0 3-Sep-09 1 5 1 . 5 0 5-Nov-09 167 .50 
22-Apr-09 3 0 . 0 0 12-Mar-09 2 7 . 2 5 12-Feb-09 9 1 . 0 0 7-Sep-09 1 5 3 . 7 5 6-Nov-09 1 7 4 . 2 5 
23-Apr-09 3 1 . 0 0 13-Mar-09 2 6 . 0 0 13-Feb-09 9 1 . 7 5 8-Sep-09 156 .75 9-Nov-09 169 .00 
\ 24-Apr-09 3 1 . 0 0 16-Mar-09 2 5 . 0 0 16-Feb-09 9 2 . 0 0 9-Sep-09 160 .00 lO-Nov-09 168 .50 
27-Apr-09 3 0 . 0 0 17-Mar-09 2 5 . 0 0 17-Feb-09 9 1 . 5 0 10-Sep-09 162 .00 l l - N o v - 0 9 169 .00 
28-Apr-09 3 0 . 0 0 18-Mar-09 2 6 . 0 0 18-Feb-09 9 0 . 0 0 l l - S e p - 0 9 1 6 5 . 0 0 12-NOV-09 174 .50 
29-Apr-09 3 0 . 5 0 19-Mar-09 26 .00 19-Feb-09 8 9 . 0 0 14-Sep-09 166 .25 13-Nov-09 178 .00 
30-Apr-09 3 0 . 0 0 20-Mar-09 ' 26 .00 20-Feb-09 9 0 . 0 0 15-Sep-09 1 6 3 . 0 0 16-NOV-09 1 7 5 . 7 5 
4-May-09 2 9 . 5 0 23-Mar-09 2 5 . 5 0 24-Feb-09 8 9 . 7 5 16-Sep-09 170 .00 17-Nov-09 176 .00 
5-May-09 3 0 . 0 0 24-Mar-09 2 6 . 2 5 25-Feb-09 8 7 . 0 0 17-Sep-09 175 .00 18-NOV-09 177 .00 
6-May-09 3 0 . 0 0 25-Mar-09 2 6 . 0 0 26-Feb-09 8 5 . 0 0 18-Sep-09 177 .75 19-NOV-09 176 .00 
7-May-09 2 9 . 7 5 26-Mar-09 2 5 . 0 0 27-Feb-09 8 6 . 5 0 22-Sep-09 174 .75 20-Nov-09 175 .75 : 
l l - M a y - 0 9 2 9 . 7 5 27-Mar-09 2 5 . 0 0 2-Mar-09 8 5 . 0 0 23-Sep-09 172 .25 23-Nov-09 176 .00 
12-May-09 2 9 . 7 5 30-Mar-09 24 .75 3-Mar-09 8 4 . 0 0 24-Sep-09 170 .50 24-Nov-09 173 .75 
13-May-09 29.75 31-Mar-09 24.75 4-Mar-09 82.00 25-Sep-09 170.00 25-NOV-09 171.00 
14-May-09 2 9 . 7 5 l -Apr-09 25 .75 5-Mar-09 8 0 . 7 5 28-Sep-09 1 6 9 . 7 5 26-NOV-09 1 6 8 . 2 5 
15-May-09 3 0 . 0 0 2-Apr-09 25 .75 6-Mar-09 8 0 . 2 5 29-Sep-09 172 .00 27-Nov-09 167 .50 
; 18-May-09 3 3 . 5 0 3-Apr-09 26 .00 9-Mar-09 8 2 . 7 5 30-Sep-09 1 7 1 . 2 5 30-NOV-09 169 .00 
19-May-09 3 3 . 0 0 6-Apr-09 2 6 . 2 5 l l - M a r - 0 9 8 2 . 0 0 l -Oct -09 174 .00 2-Dec-09 170 .75 
21-May-09 3 3 . 7 5 7-Apr-09 2 7 . 5 0 12-Mar-09 8 0 . 0 0 2-Oct-09 1 7 6 . 2 5 3-Dec-09 175 .00 
22-May-09 3 5 . 0 0 8-Apr-09 2 7 . 0 0 13-Mar-09 79 .75 5-Oct-09 179 .25 4-Dec-09 176 .00 
25-May-09 3 6 . 2 5 15-Apr-09 2 8 . 5 0 16-Mar-09 8 0 . 0 0 6-Oct-09 1 7 9 . 7 5 7-Dec-09 176 .75 
26-May-09 3 9 . 0 0 16-Apr-09 29 .00 17-Mar-09 78 .25 7-Oct-09 180 .00 8-Dec-09 177 .00 
27-May-09 3 8 . 5 0 17-Apr-09 2 8 . 5 0 18-Mar-09 78 .75 8-Oct-09 181 .50 9-Dec-09 176 .50 : 
28-May-09 4 0 . 2 5 20-Apr-09 30 .00 19-Mar-09 7 9 . 0 0 9-Oct-09 180 .25 10-Dec-09 175 .50 
1 29-May-09 4 1 . 0 0 21-Apr-09 29 .50 20-Mar-09 7 8 . 0 0 1 2 - 0 c t - 0 9 186 .00 l l - D e c - 0 9 175 .25 : 
l -Jun-09 4 0 . 5 0 22-Apr-09 3 0 . 0 0 23-Mar-09 77 .75 1 3 - 0 c t - 0 9 188 .25 14-Dec-09 174 .00 
2-Jun-09 3 9 . 5 0 23-Apr-09 3 1 . 0 0 24-Mar-09 7 8 . 0 0 14-Oct-09 190 .00 15-Dec-O? 175 .00 
3-Jun-09 39 .25 24-Apr-09 3 1 . 0 0 25-Mar-09 78 .50 15-Oct-09 192 .00 16-Dec-09 177 .00 
4-Jun-09 3 9 . 5 0 27-Apr-09 3 0 . 0 0 26-Mar-09 79 .50 16-Oct-09 190 .25 17-Dec-09 181 .00 
5-Jun-09 4 0 . 0 0 28-Apr-09 30 .00 27-Mar-09 8 0 . 0 0 19-Oct-09 187 .00 18-Dec-09 184 .75 
8-Jun-09 4 0 . 5 0 29-Apr-09 30 .50 30-Mar-09 8 0 . 0 0 20-Oct-09 180 .25 21-Dec-09 1 8 8 . 2 5 
9-Jun-09 4 1 . 0 0 30-Apr-09 3 0 . 0 0 31-Mar-09 7 9 . 2 5 2 1 - 0 c t - 0 9 181 .25 22-Dec-09 189 .00 
10-Jun-09 4 2 . 2 5 4-May-09 2 9 . 5 0 l-Apr-09 78 .75 22-Oct -09 178 .50 23-Dec-09 185 .50 : 
l l - J u n - 0 9 4 3 . 0 0 5-May-09 3 0 . 0 0 2-Apr-09 8 0 . 0 0 23-Oct-09 184 .50 24-Dec-09 187 .00 
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Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
CIC DFCC DIST DOCK HNB 
DATE CP DATE CP DATE CP DATE CP DATE CP 
28-Apr-09 3 5 . 0 0 24-Apr-09 8 4 . 5 0 22-Jul-09 8 7 . 0 0 13-Jan-09 5 3 . 0 0 19-Jul-05 5 8 . 5 0 
29-Apr-09 3 5 . 5 0 27-Apr-09 8 1 . 5 0 23-Jul-09 8 5 . 7 5 15-Jan-09 5 3 . 7 5 19-Jan-09 8 2 . 0 0 
30-Apr-09 3 6 . 0 0 28-Apr-09 8 0 . 0 0 24-Jul-09 8 7 . 0 0 16-Jan-09 5 7 . 5 0 20-Jan-09 9 1 . 7 5 
4-May-09 3 6 . 5 0 29-Apr-09 8 2 . 0 0 27-Jul-09 8 8 . 0 0 19-Jan-09 5 8 . 7 5 21-Jan-09 8 5 . 0 0 
5-May-09 3 6 . 5 0 30-Apr-09 8 2 . 5 0 28-Jul-09 8 8 . 0 0 20-Jan-09 5 8 . 7 5 22-Jan-09 8 7 . 2 5 
6-May-09 3 7 . 0 0 4-May-09 8 4 . 0 0 29-Jul-09 8 8 . 0 0 21-Jan-09 5 6 . 2 5 23-Jan-09 8 7 . 0 0 
7-May-09 3 7 . 0 0 5-May-09 8 5 . 7 5 30-Jul-09 8 7 . 7 5 22-Jan-09 5 7 . 2 5 26-Jan-09 9 4 . 5 0 
l l - M a y - 0 9 3 7 . 0 0 6-May-09 8 8 . 5 0 31-Jul-09 8 7 . 0 0 23-Jan-09 5 9 . 7 5 27-Jan-09 9 5 . 2 5 
12-May-09 36 .75 7-May-09 9 0 . 5 0 3-Aug-09 8 7 . 0 0 26-Jan-09 6 0 . 0 0 28-Jan-09 9 5 . 5 0 
13-May-09 3 6 . 0 0 l l - M a y - 0 9 9 2 . 7 5 4-Aug-09 8 8 . 0 0 27-Jan-09 6 0 . 0 0 29-Jan-09 9 5 . 0 0 ' 
14-May-09 3 5 . 7 5 12-May-09 9 2 . 0 0 6-Aug-09 8 7 . 2 5 28-Jan-09 6 2 . 5 0 30-Jan-09 9 3 . 7 5 
' 15-May-09 3 6 . 0 0 13-May-09 9 0 . 0 0 7-Aug-09 8 6 . 2 5 29-Jan-09 6 2 . 0 0 2-Feb-09 9 3 . 0 0 
18-May-09 3 8 . 0 0 14-May-09 9 0 . 0 0 10-Aug-09 8 5 . 2 5 30-Jan-09 6 2 . 0 0 3-Feb-09 9 1 . 5 0 
19-May-09 3 9 . 5 0 15-May-09 9 0 . 2 5 l l - A u g - 0 9 8 6 . 0 0 2-Feb-09 :- 6 0 . 0 0 5-Feb-09 8 7 . 0 0 
21-May-09 4 3 . 5 0 18-May-09 9 5 . 2 5 12-Aug-09 8 6 . 0 0 3-Feb-09 5 9 . 0 0 6-Feb-09 8 2 . 5 0 
'. 22-May-09 4 2 . 7 5 19-May-09 9 8 . 0 0 13-Aug-09 8 6 . 0 0 5-Feb-09 5 8 . 0 0 10-Feb-09 8 5 . 0 0 
25-May-09 4 2 . 5 0 21-May-09 110 .75 14-Aug-09 8 5 . 5 0 10-Feb-09 5 7 . 0 0 12-Feb-09 8 3 . 0 0 
26-May-09 4 2 . 5 0 22-May-09 115 .25 17-Aug-09 8 5 . 0 0 l l - F e b - 0 9 5 9 . 0 0 13-Feb-09 8 3 . 0 0 
27-May-09 4 3 . 5 0 25-May-09 112 .75 18-Aug-09 8 4 . 7 5 12-Feb-09 57 .25 16-Feb-09 8 8 . 0 0 
' 28-May-09 4 5 . 0 0 26-May-O? 114 .75 19-Aug-09 8 5 . 0 0 13-Feb-09 5 7 . 2 5 18-Feb-09 8 5 . 0 0 
29-May-09 4 8 . 5 0 27-May-09 116 .0 0 20-Aug-09 8 3 . 2 5 16-Feb-09 5 7 . 5 0 20-Feb-09 8 5 . 0 0 
l-Jun-09 48.50 28-May-09 120.00 21-Aug-09 85.25 17-Feb-09 58.25 24-Feb-09 84.50 
2-Jun-09 4 8 . 0 0 29-May-09 118 .00 24-Aug-09 8 5 . 0 0 18-Feb-09 5 8 . 0 0 25-Feb-09 8 1 . 0 0 
3-Jun-09 4 9 . 7 5 l -Jun-09 118 .00 25-Aug-09 19-Feb-09 5 7 . 7 5 26-Feb-09 8 2 . 0 0 
4-Jun-09 4 8 . 0 0 2-Jun-09 117 .00 26-Aug-09 8 4 . 2 5 20-Feb-09 5 9 . 0 0 27-Feb-09 7 9 . 0 0 
5-Jun-09 4 9 . 0 0 3-Jun-09 117 .0 0 27-Aug-09 8 5 . 0 0 24-Feb-09 6 2 . 2 5 2-Mar-09 7 8 . 2 5 
8-Jun-09 4 9 . 0 0 4-Jun-09 114 .0 0 28-Aug-09 8 5 . 0 0 25-Feb-09 6 3 . 5 0 3-Mar-09 7 8 . 0 0 
9-Jun-09 4 8 , 0 0 5-Jun-09 115 .25 31-Aug-09 8 3 . 7 5 26-Feb-09 6 3 . 0 0 5-Mar-09 7 9 . 0 0 
lO-Jun-09 4 7 . 7 5 8-Jun-09 117 .75 l -Sep-09 8 2 . 2 5 27-Feb-09 6 3 . 7 5 6-Mar-09 7 8 . 0 0 
! l l - J u n - 0 9 4 7 . 5 0 9-Jun-09 116 .00 2-Sep-09 8 2 . 2 5 2-Mar-09 6 3 . 0 0 9-Mar-09 7 8 . 0 0 : 
12-Jun-09 4 8 . 0 0 lO-Jun-09 116 .00 3-Sep-09 8 1 . 5 0 3-Mar-09 6 3 . 2 5 l l - M a r - 0 9 7 8 . 7 5 
15-Jun-09 4 8 . 7 5 l l - J u n - 0 9 116 .25 7-Sep-09 8 2 . 0 0 4-Mar-09 6 4 . 0 0 12-Mar-09 7 7 . 5 0 
16-Jun-09 4 8 . 5 0 12-Jun-09 118 .00 8-Sep-09 8 0 . 5 0 5-Mar-09 6 4 . 5 0 13-Mar-09 8 0 . 0 0 
17-Jun-09 5 1 . 7 5 15-Jun-09 121 .75 9-Sep-09 81 .75 6-Mar-09 6 5 . 0 0 16-Mar-09 7 8 . 0 0 
18-Jun-09 5 4 . 2 5 16-Jun-09 121 .00 10-Sep-09 8 1 . 5 0 9-Mar-09 64 .75 17-Mar-09 7 8 . 0 0 
19-Jun-09 _ 6 0 . 7 5 17-Jun-09 128 .25 l l - S e p - 0 9 8 2 . 0 0 l l - M a r - 0 9 6 5 . 0 0 18-Mar-09 _ 7 8 . 2 5 
22-Jun-09 6 0 . 2 5 18-Jun-09 135 .00 14-Sep-09 8 2 . 2 5 12-Mar-09 6 5 . 7 5 19-Mar-09 8 0 . 0 0 
23-Jun-09 6 0 . 5 0 19-Jun-09 140 .00 15-Sep-09 8 2 . 5 0 13-Mar-09 • 6 6 . 0 0 20-Mar-09 7 8 . 0 0 
24-Jun-09 5 8 . 2 5 22-Jun-09 140 .00 16-Sep-09 8 5 . 5 0 16-Mar-09 6 3 . 2 5 23-Mar-09 8 0 . 0 0 
25-Jun-09 57 .75 23-Jun-09 137 .0 0 17-Sep-09 8 8 . 0 0 17-Mar-09 6 3 . 5 0 24-Mar-09 7 9 . 0 0 
26-Jun-09 6 0 . 2 5 24-Jun-09 135 .00 18-Sep-09 8 8 . 5 0 18-Mar-09 6 5 . 5 0 25-Mar-09 78 .25 
29-Jun-09 6 0 . 0 0 25-Jun-09 134 .50 22-Sep-09 8 9 . 5 0 19-Mar-09 6 5 . 5 0 26-Mar-09 7 8 . 5 0 
0 9 / 9 0 2 9 H . D . H . K PERERA 86 | P a g e 
a 
Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
APPENDIX-C : MPI DATA 
F o l l o w i n g table conta ins the part o f the data set w h i c h inc ludes Mi lanka Price Index 
(MPI) va lues o f c o m p a n i e s around the d iv idend announcement day wi th the length o f 41 
day event w i n d o w . C o m p l e t e data set w e r e little bit lengthy therefore attached the s o m e 
o f the data from 2 0 0 9 . M P I f igures represent the price in Sri Lankan R u p e e s . D iv idend 
•* 
\y announcement date data r o w is bo ld and highl ighted in the data table. 
2009 
4 -
r 
\ AHPL AHPL COMB COMB COMB 
DATE MPI DATE MPI DATE MPI DATE MPI DATE MPI 
: 6 - A p r - 0 9 1 ,726 .1 26-Feb-09 1,773.9 29-Jan-09 2 ,012 .2 25-Aug-09 2 ,891 .9 26-Oct-09 3 ,399 .4 
7-Apr-09 1 ,747.8 27-Feb-09 1 ,750.1 30-Jan-09 1,965.0 26-Aug-09 2 ,904 .2 27-Oct-09 3 ,377 .6 
8-Apr-09 1 ,751.2 2-Mar-09 1 ,710.4 2-Feb-09 1,949.9 27-Aug-09 2 ,935 .2 28-Oct-09 3 ,372 .7 
15-Apr-09 1 ,769.4 4-Mar-09 1,686.8 3-Feb-09 1,935.7 28-Aug-09 2 ,964 .5 29-Oct-09 3 ,345 .1 
\ 16-Apr-09 1,782.5 5-Mar-09 1 ,668.0 5-Feb-09 1,850.7 31-Aug-09 2 ,975 .7 3 0 - 0 c t - 0 9 3 , 3 3 3 . 8 
17-Apr-09 1,824.6 6-Mar-09 1,675.3 6-Feb-09 1,846.6 l - S e p - 0 9 2 ,964 .2 3-NOV-09 3 ,323 .2 
• 20-Apr-09 1 ,838.6 9-Mar-09 1,676.2 10-Feb-09 1,875.0 2-Sep-09 2 ,987 .8 4 -Nov -09 3 , 2 4 2 . 1 
21-Apr-09 1,849.5 l l - M a r - 0 9 1,692.6 l l - F e b - 0 9 1,884.7 3-Sep-09 2 ,983 .6 5-Nov-09 3 ,207 .7 
22-Apr-09 1,867.6 12-Mar-09 1 ,687.7 12-Feb-09 1,857.9 7-Sep-09 3 ,023 .8 6-Nov-09 3 ,274 .8 
23-Apr-09 1,907.6 13-Mar-09 1,697.9 13-Feb-09 1,866.8 8-Sep-09 3 ,069 .1 9-Nov-09 3 ,215 .2 
24-Apr-09 1,971.3 16-Mar-09 1,679.9 16-Feb-09 1,871.2 9-Sep-09 3 ,127 .6 lO-Nov-09 3 , 1 9 8 . 1 
27-Apr-09 1,930.3 17-Mar-09 1,671.7 17-Feb-09 1 ,865.1 10-Sep-09 3 ,129 .5 l l - N o v - 0 9 3 ,218 .9 
28-Apr-09 1,902.3 18-Mar-09 1 ,681.1 18-Feb-09 1,850.5 l l : S e p - 0 9 3 ,170 .6 12-NOV-09 3 ,313 .9 
29-Apr-09 1,951.3 19-Mar-09 1,685.0 19-Feb-09 1 ,837.3 14-Sep-09 3 ,186 .2 13 -Nov -09 3 ,395 .9 
; 30-Apr-09 1 ,963.1 20-Mar-09 1 ,672.4 20-Feb-09 1,843.7 15-Sep-09 3 ,164 .5 16-NOV-09 3 , 3 9 4 . 1 \ 
4-May-09 1 ,975.4 23-Mar-09 1,692.7 24-Feb-09 1,833.9 16-Sep-09 3 ,227 .1 17-Nov-09 3 ,380 .5 
5-May-09 2 ,009 .2 24-Mar-09 1,696.7 25-Feb-09 1,788.7 17-Sep-09 3 ,290 .0 18-NOV-09 3 , 3 7 6 . 4 
6-May-09 2 ,046 .8 25-Mar-09 1,733.4 26-Feb-09 1,779.5 18-Sep-09 3 ,293 .5 19-Nov-09 3 ,361 .4 
7-May-09 2 ,061 .4 26-Mar-O? 1,734.5 27-Feb-09 1,773.9 22-Sep-09 3 ,280 .3 2O-N0V-O9 3 ,333 .6 
l l - M a y - 0 9 2 ,060 .8 27-Mar-09 1,757.7 2-Mar-09 1 ,750.1 23-Sep-09 3 ,281 .9 23-Nov-09 3 ,345 .0 
12-May-09 2 ,051 .5 30-Mar-09 1,753.8 3-Mar-09 1 ,710.4 24-Sep-09 3 ,248 .1 24-NOV-09 3 ,273 .1 
13-May-09 2,012.3 31-Mar-09 1,736.2 4-Mar-09 1,686.8 25-Sep-09 3,267.3 25-NOV-09 3,257.5 
; 14-May-09 2 ,041 .6 l -Apr-09 1,727.2 5 -Mar : 09 1 ,668.0 28-Sep-09 3 ,249 .8 26-NOV-09 3 ,247 .2 
15-May-09 2 ,068 .3 2-Apr-09 1,722.9 6-Mar-09 1,675.3 29-Sep-09 3 ,260 .0 27 -Nov -09 3 ,283 .0 
; 18-May-09 2 ,230 .3 3-Apr-09 1 ,726.1 9-Mar-09 1 ,676.2 30-Sep-09 3 ,297 .4 30-NOV-09 3 , 3 2 6 . 1 
19-May-09 2 ,254 .7 6-Apr-09 1,747.8 l l - M a r - 0 9 1,692.6 l -Oct -09 3 ,352 .9 2-Dec-09 3 ,369 .7 
21-May-09 2 ,458 .7 7-Apr-09 1 ,751.2 12-Mar-09 1,687.7 2-Oct-09 3 ,394 .9 3-Dec-09 3 ,415 .2 
22-May-09 2 ,466 .9 8-Apr-09 1 ,769.4 13-Mar-09 1,697.9 5-Oct-09 3 ,508 .8 4-Dec-09 3 ,416 .0 
25-May-09 2 ,423 .8 15-Apr-09 1,782.5 16-Mar-09 1,679.9 6-Oct-09 3 ,547 .4 7-Dec-09 3 ,449 .1 
26-May-09 2 ,444 .3 16-Apr-09 1,824.6 17-Mar-09 1,671.7 7-Oct-09 3 ,529 .0 8-Dec-09 3 ,481 .6 
27-May-09 2 ,459 .0 17-Apr-09 1 ,838.6 18-Mar-09 1 ,681.1 8-Oct-09 3 ,527 .7 9-Dec-09 3 ,469 .9 
28-May-09 2 ,525 .8 20-Apr-09 1,849.5 19-Mar-09 1,685.0 9-Oct-09 3 ,504 .2 10-Dec-09 3 ,473 .6 
; 29-May-09 2 ,519 .8 21-Apr-09 1.867.6 20-Mar-09 1 ,672.4 12-Oct-09 3 ,527 .2 l l - D e c - 0 9 3 ,478 .6 
l-Jun-09 2 ,504 .8 22-Apr-09 1,907.6 23-Mar-09 1,692.7 13-Oct-09 3 ,544 .7 14-Dec-09 3 ,446 .5 
2-Jun-09 2 ,469 .4 23-Apr-09 1 ,971.3 24-Mar-0? 1,696.7 14-Oct-09 3 ,557 .6 15-Dec-09 3 ,501 .1 
3-Jun-09 2 ,472 .3 24-Apr-09 1,930.3 25-Mar-09 1 ,733.4 15-Oct-09 3 ,556 .0 16-Dec-09 3 ,502 .0 
4-Jun-09 2 ,384 .6 27-Apr-09 1 ,902.3 26-Mar-09 1,734.5 16-Oct-09 3 ,546 .9 17-Dec-09 3 ,555 .8 
5-Jun-09 2 ,447 .6 28-Apr-09 1,951.3 27-Mar-09 1,757.7 19-Oct-09 3 ,478 .3 18-Dec-09 3 ,630 .5 
8-Jun-09 2 ,465 .7 29-Apr-09 1 ,963.1 30-Mar-09 1,753.8 20-Oct-09 3 ,327 .4 21-Dec-09 3 ,689 .3 
9-Jun-09 2 ,460 .3 30-Apr-09 1 ,975.4 31-Mar-09 1 ,736.2 21-Oct-09 3 ,391 .3 22-Dec-09 3 ,757 .0 
: 10-Jun-09 2 ,468 .8 4 -May-09 2 ,009 .2 l-Apr-09 1 ,727.2 22-Oct-09 3 ,365 .9 23-Dec-09 3 ,744 .3 ": 
l l - J u n - 0 9 2 ,482 .6 5-May-09 2 ,046 .8 2-Apr-09 1,722.9 23-Oct-09 3 ,434 .0 24-Dec-09 3 ,777 .2 
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Effect of Dividend Announcements on Stock Price Fluctuations for Milanka Price Index listed companies in 
Colombo Stock Exchange 
CIC DFCC DIST DOCK HNB 
DATE MPI DATE MPI DATE MPI DATE MPI DATE MPI 
28-Apr-09 1,902.3 24-Apr-09 1,971.3 22-Jul-09 2 ,773 .6 13-Jan-09 1,737.5 19-Jul-05 1 ,870.3 
29-Apr-0? 1 ,951.3 27-Apr-09 1,930.3 23-Jul-O? 2 ,763 .4 15-Jan-09 1/771.7 19-Jan-09 1,919.5 
30-Apr-09 1 ,963.1 28-Apr-09 1 ,902.3 24-Jul-09 2 ,793 .1 16-Jan-09 1,919.5 20-Jan-09 1,929.8 
4-May-09 1,975.4 29-Apr-09 1 ,951.3 27-Jul-09 2 ,834 .7 19-Jan-09 2 ,008 .9 21-Jan-09 2 ,023 .0 
5-May-09 2 ,009 .2 30-Apr-09 1 ,963.1 28-Jul-09 2 ,857 .3 20-Jan-09 1 ,870.3 22-Jan-09 2 ,015 .4 
6-May-09 2 ,046 .8 4-May-09 1 ,975.4 29-Jul-09 2 ,843 .3 21-Jan-09 1,919.5 23-Jan-09 2 ,010 .1 
7-May-09 2 ,061 .4 5-May-09 2 ,009 .2 30-Jul-09 2 ,823 .0 22-Jan-09 1,929.8 26-Jan-09 2 ,012 .2 
l l - M a y - 0 9 2 ,060 .8 6-May-09 2 ,046 .8 31-Jul-09 2 ,838 .4 23-Jan-09 2 ,023 .0 27-Jan-09 1,965.0 
12-May-09 2 ,051 .5 7-May-09 2 ,061 .4 3-Aug-09 2 ,821 .0 26-Jan-09 2 , 0 1 5 . 4 28-Jan-09 1,949.9 
13-May-09 2 ,012 .3 l l - M a y - 0 9 2 ,060 .8 4-Aug-09 2 ,854 .3 27-Jan-09 2 , 0 1 0 . 1 29-Jan-09 1 ,935.7 
14-May-09 2 ,041 .6 12-May-09 2 ,051 .5 6-Aug-09 2 ,876 .9 28-Jan-09 2 ,012 .2 30-Jan-09 1,850.7 
lS -May-09 2 ,068 .3 13-May-09 2 ,012 .3 7-Aug-09 2 ,890 .8 29-Jan-09 1 ,965.0 2-Feb-09 1 ,846.6 
18-May-09 2 ,230 .3 14-May-09 2 ,041 .6 10-Aug-09 2 ,880 .1 30-Jan-09 1,949.9 3-Feb-09 1 ,875.0 
19-May-09 2 ,254 .7 15-May-09 2 ,068 .3 l l - A u g - 0 9 2 ,874 .8 2-Feb-09 1 ,935.7 5-Feb-09 1 ,884.7 
21-May-09 2 ,458 .7 18-May-09 2 ,230 .3 12-Aug-09 2 ,842 .5 3-Feb-09 1 ,850.7 6-Feb-09 1,857.9 
22-May-09 2 ,466 .9 19-May-09 2 ,254 .7 13-Aug-09 2 ,843 .6 5-Feb-09 1 ,846.6 10-Feb-09 1 ,866.8 
25-May-09 2 ,423 .8 21-May-09 2 ,458 .7 14-Aug-09 2 ,816 .7 10-Feb-09 1,875.0 12-Feb-09 1 ,871.2 
26-May-09 2 ,444 .3 22-May-09 2 ,466 .9 17-Aug-09 2 ,821 .3 l l - F e b - 0 9 1,884.7 13-Feb-09 1 ,865.1 
27-May-09 2 ,459 .0 25-May-09 2 ,423 .8 18-Aug-09 2 ,844 .5 12-Feb-09 1,857.9 16-Feb-09 1,850.5 
28-May-09 2 ,525 .8 26-May-09 2 ,444 .3 19-Aug-09 2 ,840 .1 13-Feb-09 1 ,866.8 18-Feb-09 1 ,837.3 
29-May-09 2 ,519 .8 27-May-09 2 ,459 .0 20-Aug-09 2 ,843 .5 16-Feb-09 1 ,871.2 20-Feb-09 1,843.7 
l-Jun-09 2,504.8 28-May-09 2,525.8 21-Aug-09 2,851.0 17-Feb-09 1,865.1 24-Feb-09 1,833.9 
2-Jun-09 2 ,469 .4 29-May-09 2 ,519 .8 24-Aug-09 2 ,869 .0 18-Feb-09 1,850.5 25-Feb-09 1 ,788.7 
3-Jun-09 2 ,472 .3 l -Jun-09 2 ,504 .8 25-Aug-09 2 ,891 .9 19-Feb-09 1 ,837.3 26-Feb-09 1,779.5 
4-Jun-09 2 ,384 .6 2-Jun-09 2 ,469 .4 26-Aug-09 2 ,904 .2 20-Feb-09 1,843.7 27-Feb-09 1,773.9 
5-Jun-09 2 ,447 .6 3-Jun-09 2 ,472 .3 27-Aug-09 2 ,935 .2 24-Feb-09 1 ,833.9 2-Mar-09 1 ,750.1 
8-Jun-09 2 ,465 .7 4-Jun-09 2 ,384 .6 28-Aug-09 2 ,964 .5 25-Feb-09 1 ,788.7 3-Mar-09 1 ,710.4 
9-Jun-09 2 ,460 .3 5-Jun-09 2 ,447 .6 31-Aug-09 2 ,975 .7 26-Feb-09 1,779.5 5-Mar-09 1 ,686.8 
10-Jun-09 2 ,468 .8 8-Jun-09 2 ,465 .7 l -Sep-09 2 ,964 .2 27-Feb-09 1,773.9 6-Mar-09 1 ,668.0 
l l - J u n - 0 9 2 ,482 .6 9-Jun-O? 2 ,460 .3 2-Sep-09 2 ,987 .8 2-Mar-09 1 ,750 .1 9-Mar-09 1 ,675.3 
12-Jun-09 2 ,524 .8 10-Jun-09 2 ,468 .8 3-Sep-09 2 ,983 .6 3-Mar-09 1 ,710.4 l l - M a r - 0 9 1 ,676.2 
15-Jun-09 2 ,558 .1 l l - J u n - 0 9 2 ,482 .6 7-Sep-09 3 ,023 .8 4-Mar-09 1 ,686.8 12-Mar-09 1,692.6 
16-Jun-09 2 ,559 .1 12-Jun-09 2 ,524 .8 8-Sep-09 3 ,069 .1 5-Mar-09 1 ,668.0 13-Mar-09 1,687.7 
17-Jun-09 2 ,618 .1 15-Jun-09 2 ,558 .1 9-Sep-09 3 ,127 .6 6-Mar-09 1 ,675.3 16-Mar-09 1,697.9 
18-Jun-09 2 ,713 .1 16-Jun-09 2 ,559 .1 10-Sep-09 3 ,129 .5 9-Mar-09 1 ,676.2 17-Mar-09 1,679.9 
19-Jun-09 2 ,764 .8 17-Jun-09 2 ,618 .1 l l - S e p - 0 9 3 ,170 .6 l l - M a r - 0 9 1 ,692 .6 18-Mar-09 1,671.7 : 
22-Jun-09 2 ,759 .1 18-Jun-09 2 ,713 .1 14-Sep-09 3 ,186 .2 12-Mar-09 1 ,687.7 19-Mar-09 1 ,681.1 
23-Jun-09 2 ,733 .7 19-Jun-09 2 ,764 .8 15-Sep-09 3 ,164 .5 13-Mar-09 1 ,697.9 20-Mar-09 1,685.0 
24-Jun-09 2 ,716 .3 22-Jun-09 2 ,759 .1 16-Sep-09 3 ,227 .1 16-Mar-09 1 ,679.9 23-Mar-09 1 ,672.4 
25-Jun-09 2 ,695 .3 23-Jun-09 2 ,733 .7 17-Sep-09 3 ,290 .0 17-Mar-09 1 ,671.7 24-Mar-09 1,692.7 
26-Jun-09 2 ,727 .5 24-Jun-09 2 ,716 .3 18-Sep-09 3 ,293 .5 18-Mar-09 1 ,681.1 25-Mar-09 1,696.7 
29-Jun-09 2 ,707 .8 25-Jun-09 2 ,695 .3 22-Sep-09 3 ,280 .3 19-Mar-09 1 ,685.0 26-Mar-09 1 ,733.4 
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